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N THESE times, more than ever before, public 
| attention is drawn to the problems of municipal 

finance. That the plight of a large number of 
local governmental units is critical is apparent to all. 
We know that the total tax burden of the country, 
Federal, state and local, in 1932 approximated twelve 
billion dollars. Most of our local communities in the 
United States, though there are 
some exceptions, are staggering un- 
der the tremendous tax load. The 
burden, of course, is the direct re- 
sult of heavy annual budgets and 
the liberal issue of bonds. This 
condition is not an overnight devel- 
opment but the fruit of many years’ 
growth. It was countenanced in 
good times when taxpayers gener- 
ally had capacity to pay, but with 
their capacity greatly restricted or 
eliminated, vigorous protest is heard 
on all sides. Slow tax collections 
by municipalities and inability to 
borrow further have resulted in lack 
of cash to meet ordinary bills, to 
meet payrolls and, in some instances, 
even to meet interest on indebted- 
ness. All are familiar with condi- 
tions described so we need elaborate 
no further. Let us direct our at- 
tention, then, to the main under- 
lying causes and discuss possible 
remedies. 

In the first place, it seems to me . 
appropriate to discuss the increased demand for pub- 
ic service. Year after year cities and towns have 
added activities which, of course, they have had to 
pay for. These were created as result of demands 
by taxpayers, or at least, what politicians felt were 
demands by their constituents. Individuals have 
required government to do more for them, local gov- 
ernments have requested state governments to un- 
dertake other activities and state governments in 
turn have asked the national government to take 
over certain functions for them. Communities have 
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dev eloped what one facetiously might call a “Cad- 
illac” appetite and now have only a “Ford” purse. 
Of course, it is very easy for the average citizen to 
vote for a project if he does not have to pay for it. 
And since many pay very little in direct taxes in 
their local communities but perhaps a nominal per- 
sonal tax, they feel that they might just as well get 
all they can through general bene- 
fits. It may be that those who de- 
mand much of government with 
little, if any, contribution, believe 
a government has some magic source 
of money. In any event, the owner 
of real property is left “holding the 
bag.” 

Another reason underlying the 
present situation appears to be the 
poor management and organization 
of our municipalities. Public busi- 
ness is not managed like private 
business. We have built up a sys- 
tem of government which, like 
“Topsey,” just grew without any 
particular plan. It is like an old 
factory which was built first as a 
small unit and, as the occasion 
arose, additions made without re- 
gard to a master plan of expansion 
so that in time a tremendous floor 
area was built up but in clumsy and 
dislocated fashion; production and 
management, of course, suffered se- 
vere handicaps. Our municipalities, 
often, have just grown as a demand for service 
had to be met without any particular plan at all and 
that, naturally, has meant uneconomical manage- 
ment. The personnel also under such a system is 
not the most efficient; there is bound to be an over- 
lapping of jobs with too many employes for the 
amount of work to be done. And as far as quality 
of work is concerned, it undoubtedly could be im- 
proved. But is there any great incentive for an em- 
ployee to give his best if at the end of two years, he 
is going to find himself put on the sidewalk again 
by ‘victorious political opponents? The importance 
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of the excess cost of government attributable to the 
above reasons should not be underestimated. 


It has come under my observation that unsound 
financial policies constitute a big factor in the dif- 
ficulties of some cities and towns. For instance, 
certain towns have accumulated deficits year after 
year. When a town fails to collect the amount of 
taxes that it counts upon for meeting expenses and 
yet spends what has been appropriated, there is a 
cash deficit at the end of the year and that deficit, 
if not covered by collection of arrears, must be 
made up by taxation in the next year. In many 
cases appropriations have actually been exceeded 
and the deficits however created have too often been 
carried along and increased so that the accumulated 
total now is so large that it becomes almost im- 
possible to absorb it except by spreading it over a 
period of years. 

As I have indicated, financial trouble is sure to 
visit itself upon a public corporation which abandons 
the policy of “pay-as-you-go” for normal operating 
expenses. The policy of borrowing for public im- 
provements, if they are wanted and needed, cannot 
be said to be improper or unsound. The question 
to be raised in this connection is rather, Can the 
community afford to borrow at this time and if so, 
how much? It is ordinarily not hard for a city or 
town to borrow money, when, under the stimulus of 
high taxes on income, large investors are seeking 
tax exempt securities. Cities and towns were in- 
duced in the past to borrow money; it came so easily 
and freely, that carelessness crept into its use. 
Funds frequently were wasted. Sound principles 
were not observed in many cases; bonds have been 
issued for current expenses of government, exclusive 
of unemployment relief, a form of extraordinary ex- 
pense which many communities as a matter of 
necessity are funding at the present time. We have 
cases on record where bonds are still outstanding 
in towns while the assets purchased with the funds 
have long since disappeared. Such instances are 
by no means isolated. The floating indebtedness of 
our communities now is one of the important fac- 
tors of financial burden of local government and it 
represents a fixed charge which cannot be decreased 
except by payment of principal. 

Another feature of maladministration is the lack 
of coordination of the fiscal year and tax year, mak- 
ing it necessary for the cities to borrow in anticipa- 
tion of taxes. Such period of borrowing runs from 
one month in some cities and towns to as much as 
seven or eight months in others. Throughout Con- 
necticut it is estimated that the interest cost on such 
loans is approximately a million dollars. The same 
situation exists in other states. 


Again, the failure to provide suitable budgets is 
an outstanding example of poor financial manage- 
ment. There are some cities and towns which do 
not prepare a budget at all. Can you conceive how 
a private business of any size could be managed 
without at least a budget of expenses and income? 
In many cities and towns where budgets are pre- 
pared they are of a superficial kind; they are pre- 
pared in a haphazard manner so that, in reality, they 
are not really budgets in the true sense and little 
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respect is accorded them by the administrative of- 
ficials. A real budget carefully prepared by a quali- 
fied person or board, and after its adoption, strictly 
observed, is a fundamental necessity in every com- 
munity. 


It should be pointed out further that inadequate 
accounting methods and records play an important 
part in the picture. Of course, in the large towns 
and cities they do have accounting records and some 
cities have excellent systems of accounting. Yet 
in many towns there exists nothing more than poor, 
incomplete, uncoordinated records. In many of our 
large towns there is no periodic audit. It can be 
readily seen how such lack of accounting invites 
misappropriation of funds and how errors in assess- 
ment, collection, etc., become virtually buried. Often 
there are poor collection and assessment methods, 
collectors who simply take what they get and let 
it go at that and assessors who are simply copyists, 
copying assessments from year to year. It is almost 
inconceivable that such laxity of methods would be 
permitted in such departments as the finance, involv- 
ing accounting, assessment and collection—the very 
heart of municipal business. 


The foregoing discussion has treated of the 
principal reasons for the difficulties in which local 
communities throughout the country find themselves. 
The taxpayer has been very patient. And yet if 
signs mean anything he is fast losing his patience 
and is beginning to exhibit a healthy interest in 
public affairs. He is particularly interested now in 
remedies. Let us proceed to consider some of the 
more important ones. 


First of all, it is necessary that in each locality 
where the situation is serious-:there should be made 
an intensive study of governmental functions to as- 
certain just what functions are needed. Careful 
study of government functions will reveal those 
necessary and those unnecessary either wholly or 

partly. This appraisal ought to be done by someone 
who knows his business and who is in a position to 
reach conclusions unhampered by political consider- 
ations. The combinations of departments and duties 
and consequent reduction in personnel and other 
changes can hardly be expected to be done with the 
same thoroughness by political leaders to whom 
patronage is power as by an impartial expert. 

Again, there should be proper provision for select- 
ing, training and maintaining personnel to run the 
business like a large industrial or commercial es- 
tablishment. Of course, facing the facts, we must 
recognize the political aspects of this problem. 
Granting, however, there has been and probably al- 
ways will be a number of places which can be 
filled by political workers, yet there are a large 
number of jobs which can and should be taken out 
of politics. There should be established for the 
business departments a system of civil service so 
that there would always be trained employes on the 
job who would work for efficiency because efficiency 
would be the basis of their retention and promotion. 


There ought to be forced upon every political 
unit large and small a proper, adequate system of 
accounts. While a uniform accounting system for 


(Continued on page 402) 
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AM indeed grateful for your kind invitation 
| to meet with you and for the opportunity of 

saying a few words to you. I interpret your 
invitation to me as a desire on your part to hear 
something about the Board of Tax Appeals. Former 
chairmen of the Board have addressed you on the 
purposes of the creation of the Board, your relation- 
ship and status in connection therewith, particularly 
after the passage of the Revenue 
Act of 1926, giving the right of ap- 
peal, and your duty to your clients 
in the premises. It is needless for 
me to repeat a discussion of those 
subjects. The Board has now been 
in existence over nine years and I 
feel that it would be appropriate 
to report to you as taxpayers and 
practitioners before it on the progress 
which it has made and to make 
some few suggestions wherein you 
might be of assistance in advancing 
a program which has been mapped 
out. 

There are several questions which 
must necessarily occur to you in 
connection with any report which 
may be made on the Board’s work; 
(1) What has it done? (2) How 
much has it cost? (3) What is the 
program for the future? 

To the end of the fiscal year 
1933, 72,750 petitions involving 
$2,061,009,337.36 were filed with 
the Board. That is an average of 
average proposed deficiency per case of $28,330.02. 
During the same period, 56,250 cases were closed 
involving proposed deficiencies of $1,397,289,776.76, 
in which the Board allowed $445,518,642.70, or about 
one-third of the amount claimed by the Commis- 
sioner. It is unnecessary to weary you with statistics 
on the number of cases closed under the respective 
classifications. Suffice to say that stipulations, opin- 
ions, and dismissals accounted for a substantial 
majority, the stipulations amounting to approxi: 
mately 60 per cent. On July 1, 1933, 16,502 proceed- 
ings were pending before the Board, of which 1,444 
had been heard and were under submission and 354 
were awaiting the entry of final decision, leaving 
14,704 proceedings unacted upon. The accumulation 
of pending proceedings which had been steadily 
growing since the creation of the Board reached its 
peak in May of 1928, at approximately 22,000. Be- 
tween that time and November, 1930, the Board 
disposed of more cases each month than it received, 
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* Chairman, United States Board of Tax Appeals. Address before the 
Twelfth Annual Meeting of the American Society of Certified Public 
Accountants at Milwaukee, Wis., September 21, 1933. 
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until at the latter date it had reduced the pending 
proceedings to 15,464, the lowest point that had 
been reached. Starting in November, 1930, due to 
the statute of limitations expiring on the years 1927 
and 1928 as a result of the shortening of the statutory 
period in the 1928 Act and the Bureau’s change in 
its waiver policy, another flood of cases started and 
continued to June, 1931, leaving us at that time with 
about 20,000 proceedings. We do 
not feel hopeless then with our 
present accumulation, although we 
recognize that it is still too large. 
During the last six months of the 
year, however, substantial inroads 
are normally made into the accumu- 
lation, so the outlook is that by the 
first of the year the Board will be 
more current than it has ever been. 
Plans are also in operation to ac- 
celerate the normal reduction. 

There has been some speculation 
as to the amount of revenue tied up 
before the Board. On paper this 
amount as of September 1, 1933 was 
$671,136,624.87. Standing by itself 
and without explanation the figure 
is somewhat staggering. It must be 
remembered, however, that there 
are a great many transferee pro- 
ceedings pending, in which separate 
petitions were filed protesting the 
same asserted liability. Duplica- 
tions of deficiencies also appear in 
several groups of affiliated corpora- 
tions where the Commissioner pursuant to Article 
16 of Regulations 75 has sent a notice of deficiency 
to the parent company or notices were sent to the 
subsidiaries by reason of the parent being in receiver- 
ship, and the subsidiaries have filed separately each 
contesting the same deficiency. I am unable to give 
you in dollars and cents the extent of this duplica- 
tion, but I know of one affiliated group where it 
exceeds 75 million dollars. It is safe to say that the 
actual amount in controversy is materially less than 
the figure just given you. 

It might be interesting to speculate on what the 
situation might have been had the system of collec- 
tion existing prior to the creation of the Board ex- 
isted during the last nine years. The Ways and 
Means Committee Report on the 1924 Revenue Bill 
(House Report 179, 68th Congress, First Session, 
pages 7 and 8) states, “The right of appeal after 
payment of the tax is an incomplete remedy and 
does little to remove the hardship occasioned by 
an incorrect assessment. The payment of a large 
additional tax on income received several years before 
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and which may have, since its receipt, been either 
wiped out by subsequent losses, invested in non- 
liquid assets or spent, sometimes forces taxpayers 
into bankruptcy and, often causes great financial 
hardship and sacrifice.” If that was true in 1924, 
under normal business conditions, how much greater 
would have been the hardship and wide-spread the 
bankruptcy under conditions which have existed 
since 1929. Of the 72,000 proceedings filed with the 
3oard it is reasonable to suppose that a substantial 
majority of them would have resulted in suits in the 
Federal district courts. Those courts, already over- 
burdened under their present jurisdiction, would 
have had an insurmountable task, resulting in un- 
avoidable delays in the final determination of tax 
liability. In place of one closely knit organization 
which is devoting its entire time to the questions 
arising under the various Revenue Acts and which 
is attempting to establish uniform principles and 
interpretations for the guidance of taxpayers and the 
3ureau of Internal Revenue, would have been sub- 
stituted the decisions of a great many district judges 
working independently of each other. Conflicting 
rulings, confusion and delay in the administration 
of the revenue laws and an increased number of 
appeals to the circuit courts of appeal might have 
resulted therefrom. 

A further advantage is in the settlement of cases. 
More than one-half of the cases appealed to the 
Board have been settled before trial. Were these 
cases on the calendars of the district courts through- 
out the country, the problem of settlement would 
be immeasurably increased. Settlements would have 
to go through, first, the United States District At- 
torney, next, the Department of Justice, then the 
General Counsel of the Bureau of Internal Revenue, 
with final approval by the Commissioner, as opposed 
to direct negotiations with the Bureau on Board 
cases. 

Let us examine the appeals which have been taken 
from the Board’s decisions. Since that right was 
established in the Revenue Act of 1926 there have 
been approximately 19,847 appealable cases, which 
figure naturally does not include decisions based on 
stipulations. 2,562 appeals were filed—less than 13 
per cent—of which, 688 were undecided as of June 
30, 1933. Of the 1,874 closed, the Board was af- 
firmed in 1,206, or approximately two-thirds of the 
cases—modified in 126, and reversed in 539. In 
other words, over 87 per cent of the appealable deci- 
sions were accepted and of the remaining 13 per cent, 
8 per cent were affirmed, thus making the Board’s 
decisions final in 95 per cent of the proceedings. The 
Board’s record before the Supreme Court is even 
more favorable. Of the 251 proceedings closed by 
that Court to June 30, 1933, the Board was affirmed 
in 199—-approximately 80 per cent—modified in 16 
cases—and reversed in 36. These figures include the 
denial of applications for writs of certiorari. 

I would hesitate to burden any other audience 
with further statistics, but as they are your imple- 
ments of labor I feel that I am not encroaching 
on your good disposition by discussing the financial 
phase of the Board’s operations. Whether our bal- 
ance sheet actually balances without too much 
padding of intangible items will have to be left for 
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your determination. The average appropriation for 
the fiscal years 1925 to 1934, inclusive, was $595,921.76, 
The average annual expenditures to the end of the 
fiscal year 1933 were $567,349.39, which means that 
of its appropriations for the first nine fiscal years 
of its existence the Board has returned to the Treas- 
ury of the United States 4s unexpended, $363,073.11, 
or a yearly average of $40,341.45. The last time | 
appeared before the House Appropriations Com- 
mittee in support of our estimate, I made a similar 
statement. It seemed inconceivable to several mem- 
bers of the committee that any governmental agency 
failed to spend the total amount of its appropriation. 
It has always been the policy of the Board to make 
conservative estimates, and if those estimates proved 
to be too high, having been made usually a year in 
advance, due to unforeseen conditions arising be- 
tween the date of the estimate and the beginning 
of the fiscal year for which it was made, to operate 
as economically as possible consistent with efficiency, 
notwithstanding the fact that money was available. 
We have felt that practice should be the usual and 
ordinary course to pursue. Through consolidations 
and resignations we have reduced the already small 
personnel by approximately 13 employes during the 
past year. We have always viewed expenditures 
in the light of necessity rather than the desire to 
spend. The Revenue Act of 1926 authorized the 
Board to impose a filing fee of not to exceed $10, 
and fees for the preparation of records on review. 
Pursuant to that authority the Board has collected 
for the fiscal years 1926 to 1933 $649,270.00 and from 
miscellaneous fees, $19,573.96, making an average 
annual revenue of $83,955.03 and thus reducing the 
actual annual cost of operation of, the Board to 
$483,394.36. 

What the actual cost to the Government would 
have been had the Board’s cases been thrown into 
the district courts can not be estimated with any 
degree of accuracy. It is reasonable to suppose, 
however, that such a volume of work would have 
necessitated the appointment of additional judges 
and staffs, the average expense of which would have 
been fairly comparable to the cost of operating the 
Board. 

It is in another respect, however, that the vital 
savings to the Government are apparent by reason 
of the existence of the Board. I have already stated 
that in the proceedings decided by the Board to the 
end of the fiscal year 1933, deficiencies proposed by 
the Commissioner of $951,771,134.06 have been dis- 
allowed. Assuming three years as the average time 
elapsing between the erroneous payment of the tax 
and the collection of the refund, and recalling that 
refunds carry an interest rate of 6 per cent, it is 
a very simple problem to determine the enormous 
savings on the interest item and that the cost of 
operation of the Board is insignificant in relation 
thereto. 

Now, as to the Board’s plans, and wherein you 
as practitioners before it may be of asistance in 
carrying them out. Of first and paramount impor- 
tance is the reduction in the number of pending 
cases, in order that the taxes due may be paid into 
the treasury or that those taxpayers may be relieved 
of the outstanding tax liabilities when the proposed 
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deficiencies can not be sustained. It is recognized 
that any substantial reduction must be by way of 
stipulations, a matter over which the Board has no 
control. With the complete cooperation of the 
Bureau of Internal Revenue a plan was inaugurated 
in the present West Coast hearings under which 
practically every case on the calendar in the cities 
in which hearings are now being held was listed for 
hearing. Attorneys from the General Counsel’s Of- 
fice went to those cities weeks in advance of the 
call of the calendar for the purpose of effecting 
stipulations as far as possible, and the information 
was conveyed to the litigants that those cases not 
settled would be heard during the present term. The 
plan has been highly successful and will be followed 
in other cities to the end that all the cases on the 
circuit calendar may be expeditiously disposed of. 
Equally effective efforts are now being exerted by 
the Bureau for the closing of cases on the Washing- 
ton calendar upon which an agreement can be 
reached. Through these means the Board’s calendar 
will be reduced to actual trial cases. Your coopera- 
tion is essential, first, in the closing of cases in 
which there is really no dispute and, second, in the 
expediting of the trial of those cases which can not 
be settled. In the former group, early action will 
be helpful. In the latter class of cases it is your 
duty to your client and to the Board to be thoroughly 
prepared. Thorough preparation makes for speedy 
trials. Know the issues, what facts you have to 
present on each issue, and introduce them in logical 
order. Such preparation saves time in the trial and 
hours of the Member who takes the cases under 
consideration. Endeavor to stipulate all the facts 
which are not in dispute and, lastly, be prepared to 
go to trial when your case is calendared for hearing. 
Considerable time and effort is given to the prepara- 
tion of a day calendar, aside from the clerical work 
involved therein. Continuances mean that the sitting 
members, when the calendar is called, do not have 
the necessary number of cases to hear, that other 
taxpayers who are prepared to go to trial but whose 
cases were not set because of the size of the cal- 
endar must suffer further delay in the final disposi- 
tion of their tax matters, and that the time of the 
members is consumed in considering such motions 
and, lastly, the clerical work of the Board is im- 
measurably increased. This tendency on the part 
of practitioners to delay has hampered us in the 
final disposition of cases. Naturally the Board can 
not immediately hear all the pending cases, but with 
your cooperation on its trial calendars, the problem 
will be materially facilitated. I can speak with per- 
sonal knowledge of the last four years and assure 
you that any taxpayer who has been desirous of an 
early trial has been able to secure it, as there has 
not been a single motion to advance denied. In fact 
it has been very refreshing to receive a number of 
such motions. While on this subject of preparedness 
for trial—having, as it were, the lamp trimmed and 
burning—let me cite an instance which occurred a 
short while ago. A case was called from the calendar 
and assigned for hearing. The practitioner—ad- 
mitted to practice before the Board—outlined his 
case and produced an affidavit in support of certain 
allegations. He blandly stated that it was incon- 
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venient for his witness to make the trip to Wash- 
ington—and rested. Naturally, Government counsel 
objected to the introduction of the affidavit as evi- 
dence, citing the Board’s rules as his authority. The 
practitioner apparently had never read the rules and 
voiced a loud protest when the presiding member 
sustained the objection. Apparently, much incensed, 
he stated that the member might dismiss the case 
and he, in turn, would appeal the matter to the 
Court. The member patiently explained why this 
could not be done and gave him a continuance. A 
good hour was consumed on this matter; an hour of 
wasted effort on the part of the Board and Govern- 
ment counsel due to the failure of one practitioner 
to obtain even a working knowledge of the rules 
governing procedure before the Board. 

Naturally the measures being taken to reduce the 
number of pending cases will afford only temporary 
relief, unless the flow of new proceedings is checked. 
The Board was created to hear and decide disputes 
between taxpayers and the Bureau. The statute con- 
templated that the notice of deficiency should be 
the Commissioner’s final determination, in other 
words, it should represent the amount or difference 
in tax upon which the parties, after due considera- 
tion, were unable to agree. Theoretical perfection 
in the system would be reached if every proceeding 
docketed with the Board resulted in an actual trial. 
The fact that approximately 60 per cent of the cases 
have been stipulated indicates that if both the Com- 
missioner and the taxpayer had made stronger efforts 
to reach a settlement prior to the issuance of the 
notice of deficiency, many of these cases would never 
have reached the Board. A few years ago, as I am 
advised, approximately 8 per cent of the notices of 
deficiency resulted in proceedings before the Board. 
Recently that percentage has increased to between 
30 and 35 per cent. Whether the accumulation is 
due to procedural defects in the Bureau, or the 
shortening of the statutory period and the change in 
policy of not asking for waivers, I am not prepared 
to say. Approximately two-thirds of the cases 
pending before the Board are back in the Special 
Advisory Committee of the Bureau for reconsidera- 
tion. I feel certain that if only those cases reached 
the Board in which, after due consideration, there 
was a real dispute, the Board would have no dif- 
ficulty in keeping current. We have suggested a 
remedy for this situation on several occasions. Plans 
have now been made by the Bureau and will soon 
be in operation, I am told, which will eliminate the 
class of cases which never should have come to the 
Board in the past. With that accomplished, I hope 
to see the Board current within a year. There is the 
fullest cooperation between the Bureau and the 
Board in accomplishing that result. Your assistance 
is also requested. 

Another step being taken by the Board in order 
that it might render more effective service to the 
public is the reduction in the time between the hear- 
ing of the proceeding and its final disposition. We 
recognize that after a proceeding is heard the tax- 
payer is entitled to as early a decision as possible. 
You can be of material help in accomplishing that 
result. Give the Board the benefit of well considered 

(Continued on page 398) 







































































































































































































































































































































































































































































































































































































































































































































































Federal Sales Tax With Allocation of Share 
of Proceeds to the States 


By Mark GravEs * | 


HE sales tax, in my opinion, is not suited to 

state use and should not be used except in 

an emergency. Its effects are detrimental to 

the business and industrial interests of the state and 

anything which harms these interests will react un- 
favorably on real estate values. 

I have come to the conclusion that the most logical 
plan for substantially and permanently reducing 
taxes on overburdened real prop- 
erty involves a Federal sales tax, to 


another in order to reduce or avoid his income tax. 
The state should not make it desirable for its resi- 
dents to make purchases in other states in interstate 
commerce in order to save a sales tax. 

Because these things do happen, the taxes of those 
who are caught are higher than they otherwise would 
be. Real estate, being immovable, suffers most. 
These facts lead to the inevitable conclusion that we 

must solve this tax problem in the 





be shared with the states. A Fed- 
eral gasoline tax, of which 75 per 
cent is shared with the states, would 
also seem highly desirable. Rea- 
sonable credits against Federal per- 
sonal and corporate income taxes 
on account of such taxes paid to the 
states should of course be allowed. 

Such a program holds great 
promise for spreading the cost of 
government more evenly over those 
who can and should pay. 

But until Federal authorities 
recognize the predicament of the 
states and their localities, and Fed- 
eral and state authorities realize the 
imperative need for coordinating 
Federal, state and local revenue 
systems, the states have but little 
choice and I predict that unless a 
comprehensive Federal, state and 
local revenue program be worked 
out, each of the 48 states will havea 
sales tax within the next few years. 

Improved methods of communication and trans- 
portation have completely changed our industrial 
and commercial lives. Business is now conducted 
on a national rather than a state or local scale, but 
too few of us realize that because of those changes, 
we should think of this country as one great economic 
unit rather than as 48 different economic entities, 
subdivided into a complex group of local units. 

So far as business taxation is concerned, it should 
be substantially uniform throughout the country. 
An industry should not have to take taxes into con- 
sideration when deciding whether to build a new 
plant or enlarge an old one in this state or that. 
The holding company, the investment trust and 
similar corporations should not find it possible to 
dodge here or there and thereby minimize or wholly 
escape taxation. 

The personal incomes of the people of means are 
not localized—they come from all points of the 
compass—therefore, it should not be possible for the 
retired wealthy person to duck from one state to 

* President, New York State Tax Commission. Article based on ad- 
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aggregate and not separately for the 
Federal Government, each of the 
forty-eight states and the approxi- 
mately 500,000 local taxing units. 
Federal, state and local tax programs 
should be simplified and made, if 
you please, to articulate as one. 

In the past, we have thought, and 
too many of us believe the same 
today, that New York is not inter- 
ested in the California tax system 
or that Maine may ignore entirely 
what the State of Washington is 
doing. That is not so. Each state 
is in competition with every other 
state. Insofar as that competition 
is based upon natural resources, 
transportation and similar factors, 
the competition is legitimate, but it 
does not follow that intentionally or 
otherwise, one state should give a 
bonus by way of lower taxes. New 
conceptions of the relations between 
industries and between capital and 
labor obtain today. We witness 
daily the adoption of codes under the NRA establish 
new ethics for business. What I propose is a code 
of intelligence and decency in taxation. Our tax 
system should be so adjusted that the manufacturer 
of a given product in Illinois will pay substantially 
the same amount of taxes as the manufacturer of 
the same product in Massachusetts. And what I 
say about manufacturers applies to all other tax- 
paying groups. It will create a more wholesome 
situation and be better for government on the one 
hand and the taxpayers on the other. That is the 
condition which the plan I am proposing will 
produce. 

This year fifteen states are levying sales taxes. 
In at least seven of them the tax is of a temporary 
nature. In the main, these states have been forced 
to adopt this method of taxation because of their 
inability to secure needed revenue in any other 
manner. That was why New York enacted a tempo- 
rary retail sales tax law. In addition to these fifteen, 
Pennsylvania had a temporary sales tax law for a 
period of six months now ended and the Oregon 
(Continued on page 396) 
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The Tax Glattons 


An exposition of the tax dilemma faced in the State of New York, 


F THE present cost of state and local govern- 
ment more than ninety percent is of purely local 
creation and under existing tax laws the great 
bulk of all local taxes must be levied upon and col- 
lected from assessment on real property. 

An eminent French economist more than a cen- 
tury and a quarter ago stated that “All wealth is from 
the land and there can be no enduring prosperity 
when agriculture and mining are impoverished.” 
Yet we continue to leave our real 
estate subject to this ancient over- | 
burden. The continued pursuit of a 
system of local governmental sup- 
port, based largely upon exactions 
irom one class of property, and that 
a minor one as regards total value, 
has inevitably resulted in the pres- 
ent financial predicament of our 
municipalities and school districts. 

The existence of our embarrassing 
condition has its foundation deep 
laid in unwarranted expenditures 
and is markedly evidenced by our 
expansive and unjustified bond 
issues. 

The statement that the bond is- 
sues are unjustified may be ques- 
tioned by some, but the evidence 
upon which this statement is based 
is so authentic and conclusive that 
it cannot be controverted. 

The combined funded debts of the 
state and its subdivisions, including 
the school districts, exceeds the 





with a definite plan of relief.—Editor. 


By JoHN J. MERRILL * 


a) 





enormous sum of $4,000,000,000. 
Unfortunately we have become too 
accustomed to the words “millions” 
and “billions,” but let us see if we can not bring to 
our senses a more comprehensive understanding of 
what our present problems mean. 

If we assume that the value of our real estate was 
less than thirty billions of dollars in 1930 and that 
the aggregate of such wealth in this state has de- 
clined thirty per cent then the present value would 
be about $21,000,000,000. To be most conservative 
raise the value to $22,500,000,000, which means a 
twenty-five per cent decrease, and keep in mind that 
the full value of $30,000,000,000, was also excessive, 
and place over against this-value the total funded 
debts and at once it will be found that these obliga- 
tions represent a primary tax lien, ahead of every 
other claim, and in fact a first mortgage against all 
our lands and improvement of approximately eight- 
een per cent. 

If we eliminate the state’s share of the indebted- 
ness, scarcely more than ten per cent of the whole, 
we find $3,735,000,000 of purely local obligations. 


* Member, New York State Tax Commission. 
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If we assume an average rate of interest charge 
of 334 per cent the annual carrying charge is 

$140,000,000. If the average life of the aggregate 

debt should be twelve and one-half years the annual 

retirement fund to be raised would be about 

$300,000,000, which, added to the interest charge, 

creates a total charge for funded debts of $440,000,000 

annually to be met entirely by levies on real estate, 

and unless there comes a real reduction of the base 

about one-half of the direct tax on 

real estate for the support of local 

government must be consumed in 

paying for prior expenditures. If 

these outlays were actually neces- 

sary, the expenditures can not be 

reasonably criticized. But the evi- 

dence is not wanting that many if 
not most of the obligations were 
assumed under circumstances which 

not only did not justify, but also 
should have prevented their is- 
suance. 

We have issued bonds on some- 
one’s say so. We have been en- 
ticed by promises, perhaps thought 
good when made, that proved worth- 
less and fatal. We have listened too 
willingly or too fearfully to the 
vociferous demands of the organ- 
ized minorities for so-called wel- 
fare, improvement and expansion. 
These things have generally emi- 
nated from the minds of those who 
have been supposed to be in con- 
trol of the political destinies of our 
public officials. In addition to con- 
curring with these urgings we have 
been the pickerel in the public pool and have snapped 
at every new and enticing bait cast before us in the 
form of assistance from the central government. 

Matching tax dollars between the state and locali- 
ties is quite as useful as the personal matching of 
pennies, and no matter what happens to the state or 
the local government, every penny and every dollar 
to meet the bill must be taken from the taxpayer’s 
purse in the final analysis. 

These are among the things that have brought us 
to the situation where many municipalities and 
school districts can not meet the exigencies of their 
financial requirements. 

Governments, like individuals, have expanded 
their expenditures with little if any regard to the 
sources of their revenue and with equal or less regard 
for the consequences when the time of settlement 
arrives. 

Said John Jones to Bill Smith on a New Year’s 
Day, “I can tell you how we can shorten the time 
to Spring.” Of course Bill was interested and he 
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solicited the solution. ‘‘Well,” said John, “We'll give 
a joint note to the bank, due in three months, and 
that will surely bring the first of April in a hurry.” 

Many of our municipal and school districts have 
arrived or are about to arrive at their April first— 
the day set apart for all who have made mis- 
calculations. 

There have indeed been many causes that have led 
up to our present predicament as regards our local 
public debts, but there are two which are so out- 
standing as to challenge immediate attention. Let 
us examine the total current cost of public schools 
in 1931 in comparison with those of a decade preced- 
ing that date. 


Current expenses increased from $140,000,000 to $267,000,000 
Debt service from 8,100,000 to 46,250,000 
Capital outlay from 20,507,000 to 55,818,000 

These items, not including payments of principal 
on debt, show an increase in outlay of $200,000,000 in 
the last year as compared with those of the first year 
of the period, an increase of nearly 130 per cent in 
such costs. Of course the population had increased, 
wages had generally increased, and other costs of 
maintenance had been advanced, but the records 
show that during that same period the population of 
the state increased 21 per cent, enrollments in public 
schools arose 23 per cent, the number of teachers 
expanded 35 per cent, and the cost of public schools 
increased 70 per cent. 

The total cost of public schools in the ten 
year period advanced from $177,000,000 to nearly 
$393,000,000 and the direct tax on real estate for this 
purpose increased from $112,400,000 to $220,700,000. 
This increase alone added to the burden of realty 
$108,000,000 in taxes, much of which is represented 
by bonds. 

Another larger item of cost will be found in ex- 
penditures made for streets and highways. During 
the same ten years they were increased from an an- 
nual cost of $100,179,000 to $236,648,000 or more than 
two and a third times the expenditure of the first 
year. Nearly $140,000,000 of the 1930 cost was raised 
by the direct taxation of real estate. 

During the decade bonded debts for this account 
increased from $109,000,000 to $199,000,000, exclu- 
sive of issues of this character made by our cities. 

At the close of the year 1930 the total bonded debt 
of this state and of its governmental units was 
$4,116,080,000 of which $3,734,883,000, or over 90 per 
cent was for strictly local purposes. 

The bulk of our funded debts was accumulated dur- 
ing years when money was abundant and borrowing 
was easy and when the products of our farms and 
factories brought much higher prices than at present. 
It is manifest that payment must be made by com- 
modity sales at distressingly lower values, and no 
tight minded man can entertain the thought of mu- 
nicipal defaults, which seem imminent unless new 
sources of revenue are reached. No matter whether 
the tax dollar is acquired by selling milk or potatoes, 
by renting property or from other sources the result 
is that the taxpayer parts with more to meet the tax 
exaction. The tax dollar and the bond dollar have 
long since parted company and thousands of our tax- 
payers, being without income or means to meet their 
tax bills, have become “poor debtor” taxpayers. The 


October, 1933 





tax law, like death, seems inexorable to him who 
sees his capital savings confiscated for the benefit of 
those more able than he to make the necessary con- 
tribution for governmental costs. The predicament 
in which the “poor debtor” taxpayer finds himself is 
to some extent the result of his own errors of judg- 
ment in that he has either not realized where the 
financial tide was bearing him or he has been content 
to drift along with the unorganized majority com- 
posed of home, farm and factory owners. We have 
often heard it said of someone that he was a glutton 
for punishment and, in the same figurative sense, 
the real estate men have been the gluttons at the tax 
table. It is true that you have suffered the pains of 
the excess but you have really demanded nothing to 
relieve the situation. Writhing and groaning will 
neither put “husks in your belly nor raiment on your 


back.” 


In a much larger measure the condition in which 
the “poor debtor” taxpayer finds himself has arisen 
from the active and insistent demands of organized 
minorities seeking expenditures for improvements, 
extensions and expansions. These minorities have 
either produced the votes to enforce their demands 
or have been able to intimate our public officials by 
threats of election reprisals, and to my mind the 
threat has been more potent than possession of the 
votes. 

In the past if any taxpayer or public official has 
raised his voice in cautious protest against such ex- 
penditures he has been declared to be old-fashioned, 
non-progressive and, in fact, antagonistic to the ad- 
vancement of the health, the culture and every other 
best interest of the district. Perhaps the real facts 
are that many of these demands are fathered by those 
who already have or are looking for employment, or 
are seeking increased compensation. 


There are other groups who really have no actual 
grasp of the tax situation, or the necessities of gov- 
ernment, and which are led, or misled, by those who 
are compensated for their services. 


These leaders are roaming about the state demand- 
ing much in the way of reductions that would indeed 
be destructive rather than constructive of the tax- 
payer’s interest. Much of the clamor brought to 
Albany by such groups has apparently been made 
by those unaware of the fact that no part of the 
cost of state government is a charge against real 
estate and that the tax trouble is back where they 
came from. 


Out of all this turmoil and tribulation much good 
may finally emerge. Our people may become tax- 
conscious in a much larger measure, and that is, in- 
deed, a result most devoutly to be desired. 


In the field of purely local government the record 
discloses that in the past ten years the ageregate of 
real estate taxes has been increased from $453,491 ,000 
to $896,073,000. In the same period state tax col- 
lections from all tax sources have increased from 
$130,369,000 to $224,834,000. Out of this last named 
sum there was returned to the various local units 
$171,491,000, not one dollar of which represented a 
direct tax upon real estate. 

The figures used throughout this statement have 
been produced for the purpose of showing that local 
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expenditures, for purely local purposes, amounted to 
$1,066,000,000. 

It is evident that the tax problem in so far as 

expenditure is concerned is a local problem in its 
major phase, and the cure, to be effective, must be 
applied to the afflicted part; cease issuing bonds, 
reduce local cost of maintenance consistently and 
your situation will improve. 
It is a fact to be recognized, and dealt with, that 
some of this expenditure has resulted from what now 
seems to have been unwise legislation, which how- 
ever became operative mostly through the insistent 
demands of the localities for state aid and because 
of the lure of matching certain local revenue with a 
certain per cent of state assistance, which certainly 
has had a great tendency to overspending and to the 
assuming of unjustified obligations. 

These obligations are now with us and must be 
satisfied under unfortunate circumstances, interest 
and principal and, in the last analysis, the problem 
is how to pay the current costs of government and 
the penalty of these past performances. 

Let me suggest that we stop all idle recriminations ; 
that we carefully watch the course of the present 
expenditures; that we strive to find a way to meet, 
in an equitable and fair manner, our just obligations. 
This problem calls loudly for a reduction of real 
estate taxes, which can only be accomplished by 
spreading the tax base and obtaining tax funds from 
other sources which should be called upon to con- 
tribute. Naturally those asked to assist, and who 
are not now contributing, will again present the 
problem of the “organized minority,” but the good 
of the many must have more consideration than the 
desires of those who are principally interested to 
escape the load, and the minorities must be stopped 
if success is to be accomplished. It may be assumed 
that considerably more than two-thirds:of the wealth 
of the state is other than real property and that the 
net return from these other sources is vastly in ex 
cess of that from land and buildings. This seems to 
indicate that any relief for real estate that may be 
obtained must be from these other sources because 
we have largely destroyed the contributing ability of 
real estate. The fields of net income and other taxa- 
tion have already ceased to produce bountifully and 
there seems but one open road by which the desired 
settlement can be reached, and that is by a retail or 
a selective sales tax, or both. If such a system is 
properly arranged it will place no unjust burden on 
anyone, will soon eliminate the present deficit of 
the state, and ultimately reduce the local tax on real 
property. It does not seem to be generally known 
that this state has been collecting certain forms of 
sales taxes for more than half a century, but such 
is the fact. During the calendar year of 1930 about 
$50,000,000 of such revenue was received by the 
state, excluding the motor fuel tax. -Every dollar 
of insurance premiums on policies on the lives of 
residents of the state and on property within our 
boundaries was taxable at one per cent thereof. The 
gross receipts of all transportation and transmission 
companies, and of all water, power, electric light and 
gas corporations were subjected to a tax at one-half 
of one per cent. Every transfer of stock made within 
the state and the receipts from premiums of foreign 
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insurance companies were subject to gross taxes, 
which were in substance nothing less than sales 
taxes. Furthermore the expenses of collection in the 
past year for this class of taxes were iess than two 
mills on the dollar. The statement that such taxes 
are difficult of collection and that the necessary 
laws are impossible of administration is clearly dis- 
proved by these fifty years of experience in New 
York State as well as by the experience of other 
states in the United States, in France, in Canada 
and elsewhere. Of course any tax of this character 
to be successfully administered must be as free as 
possible from entangling exemptions and the results 
obtained in the last few months in the administration 
of our one per cent sales tax, which has an undue 
number of exemptions, disposes of the charge of 
inability of administration. 

If-a proper tax scheme is adopted it should pro- 
duce stable and dependable revenues. The base of 
the tax will be broadened and taxes will, in the 
shortest possible time, begin to flow into the Treas- 
ury. The payments would be made in small and 
almost unnoticeable amounts when purchases of 
goods or services are made. If such a procedure is 
followed it would be possible to eliminate the state 
deficits in a very brief period and then to assist the 
localities to reduce their bonded obligations, which 
would certainly result in assisting in the restoration 
of confidence. No moneys received from such 
sources should be applied locally for any other pur- 
pose than the reduction of bonded debts so long as 
these debts exist, and moneys should be returned 
to the localities on the proper per capita basis, in 
my judgment. By such a reduction of real estate 
taxes millions of dollars would be freed to the real 
estate owner annually with which he could purchase 
goods in our markets, and every dollar of such funds 
would carry with it a credit expansion of at least 
ten times the original amount. Under present cir- 
cumstances the expansion of credit is certainly highly 
desirable, since the extension of credit is the hall- 
mark of confidence. 

Extreme necessities require extreme measures. 
No one who recognizes our present financial condi- 
tion, in either the urban or rural districts, doubts 
the existence of the extreme necessity now confront- 
ing us and we should not be lulled into complacency 
by any dreams of miraculous measures or mere lay- 
ing on of hands. 

Of these things we may be sure: The trend in 
our state, as elsewhere throughout the country, is 
now keyed to the problems of tax distribution over 
a wider range of contributors. The tax overload, 
now resting so destructively on real estate must and, 
therefore, will be shifted. We are suffering in re- 
spect to the tax load because our machinery of col- 
lection does not function in harmony with the 
output, but we must occupy a wider tax assessing 
base to produce a satisfactory result. To gear our 
entire governmental resources to actual ability to 
pay, made necessary by the cost of beneficial partici- 
pation in what government offers to the individual, 
is the real problem confronting us as a people. 

This tax problem should receive prompt and effec- 
tive action at the earliest possible moment. 


(Continued on page 390) 






























































































































































































































































































































Public School Finance 


By Epwin S. Topp * 


NE of the most serious problems faced by the 
() states of the United States is that of financing 

the public schools. In discussing the problem 
we shall keep to the point of view of the public 
financier and our object will be to discover the fiscal 
principles to be applied to the financing of the public 
school system of a state. 


I. The Increasing Cost of Public School Education 


In a recent bulletin the National Education Asso- 
ciation furnishes some interesting data relative to 
recent public school expenditures in 
the United States as a whole.’ 
Without presenting wearisome sta- 
tistical details, we may summarize 
the findings of the report as follows: 
[In 1928, public school expenditures 
approximated 2.4 per cent of the es- 
timated total national income; the 
value of all public school property 
amounted to 1.8 per cent of all the 
tangible property in the United 
States; taxes collected for public 
school purposes approximated one- 
fourth of the total federal, state and 
local taxes, 38 per cent of combined 
state and local taxes, and 50 per 
cent of all local taxes. The authors 
of the report go on to present elab- 
orate statistical data as a defense 
for public school expenditures and 
conclude that no other country pays 
as small a percentage of its total 
national income for taxes as the 
United States. The authors, how- 
ever, miss the main point of interest 
to the public financier. No one— 
certainly no student of public finance—will question 
the statement that taxes as a whole are lower in the 
United States than in certain other countries, Great 
Britain, for example, although at the rate we are 
going, our total tax burden will soon equal that in 
the chief European countries; neither does the pub- 
lic financier believe that the main point for discus- 
sion is the mere fact that as a whole the people of 
the United States devote one-fourth of all national, 
state and local taxes to public school education. The 
point of vital interest to the public financier and to 
the local taxpayer involves much more than the por- 
tion of local taxes spent for education; it involves 
the much more important question as to whether 
the percentage is increasing and whether the money 
devoted to public school education is wisely spent. 

A recent statistical survey made by the Federal 
Bureau of Education is more to the point than the 
one just discussed in showing the increase in public 
education costs.2, This survey presents the results 
of a study of 250 city schools for the school year 
1927-1928. The computations do not include inter- 


* Miami University. 
1 Research Bulletin, VIII, No. 4. 
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est charges on capital outlays. The number of 
pupils in average daily attendance is the basic figure 
used in making computations. Per capita costs for 
all current school expenditures between 1924 and 
1928 increased as follows: For cities over 100,000 
population, $95.64 to $113.69; for cities 30,000 to 
100,000, $78.12 to $96.78; for cities 10,000 to 30,000, 
from $73.90 to $93.12; for cities 2,500 to 10,000, $74.91 
to $81.32. 

A recent study of elementary schools in Ohio 
reveals a situation that can be duplicated in prac- 
tically every other state of the 
United States. The costs shown 
are based on average daily attend- 
ance and exclude capital outlay. 
The survey covered 62 elementary 
schools in various parts of the state. 
In 18 of the 62 schools, the average 
daily attendance ranged from 3 to 
9 pupils, and the per capita cost 
ranged from $300 down to $100. 
Ten schools had an average daily 
attendance ranging from 10 to 15 
pupils, with per capita costs rang- 
ing from $108 to $64. Twelve of 
the schools had an average daily at- 
tendance ranging from 143 to 400. 
with per capita costs ranging from 
$39 to $59.8 

The growth of public school costs 
in Ohio is also typical of the situa- 
tion in the majority of the states. 
Public school costs in Ohio increas- 
ed from approximately $24,000,000 
in 1910, to $140,400,000 in 1929. 
Total school costs in 1929 were 50 
per cent higher than in 1920, 20 per 
cent higher than in 1925, and 3 per cent higher than 
in 1928. In the seventeen year period, 1910-1927, 
public school costs in Ohio increased 446 per cent— 
much faster than the rate of increase for the cost of 
general government in the counties, townships, and 
municipalities. The most startling increase is in the 
public debt for school purposes. During this same 
period of seventeen years, while the general debt ot 
Ohio counties increased 480 per cent, and that ol 
municipalities 299 per cent, public school indebted- 
ness increased 1295 per cent. 

One other point that public fiscal officers and pub- 
lic school authorities must take into consideration is 
the fact that increased costs for public school educa- 
tion” cannot be segregated from other public costs 
when we are seeking to determine the extent of the 
local tax burden. We must take into consideration 
the fact that the total tax burden has increased so 
tremendously throughout the United States that it 
is consuming on the average approximately one- 
third of the total income from farm real estate, at 
least one-fourth of the income from urban real es- 


2F. M. Phillips, Statistical Circular, 12, Federal Bureau of Education. 
3 Research Bulletin, Ohio Chamber of Commerce, April 1930. 
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tate, and at least one-fourth of the net income of 
public utility enterprises. Furthermore, we must 
tp in mind the fact that hundreds of local juris- 
dictions have made use of special assessments to an 
alarming extent in order to supplement revenues 
from taxes, and that a still greater percentage of 
local jurisdictions have resorted to borrowing in 
order to meet present needs, thus ultimately adding 
greatly to the tax burden. 


It is worth while at this point to assert emphatic- 
ally that there is not the slightest merit in the 
attempt to justify the present burden of taxation in 
the states of the United States by comparing the 
tax burden in the United States with that of Great 
sritain.* Great Britain’s heavy tax burden is crush- 
ing individual enterprise and initiative; is inhibiting 
the possibility of land ownershp by the middle 
classes; is hampering commerce and trade; and is, 
in short, a millstone about the neck of the nation. 
While, of course, the local tax burden in the United 
States does not as yet equal that of Great Britain, 
nevertheless, it cannot be denied that practically all 
local communities in the United States have now 
come to a point where they must call a halt on 
increasing expenditures and increasing tax burdens, 
if they are to escape the fiscal plight in which Great 
3ritain finds herself. In the light of these state- 
ments of fact, we can see the necessity on the part 
of the public financier for inquiring into the causes 
of the rapid growth of expenditures for the public 
schools, and for raising the very pertinent question 


whether the money devoted to education is wisely 
spent. 


II. Causes of Increased Expenditures for the 
Public Schools 


The chief causes for increased expenditures for 
public education may be discussed under the follow- 
ing heads: 

1. Expansion of activities—The expansion of the 
public school system since 1900 has been increas- 
ingly rapid, including: Kindergartens, junior high 
schools, high schools for rural children, junior col- 
leges, adult education, physical education and ath- 
letics, art and music education, vocational training, 
special education of handicapped children, school 
health and hygiene, classes in Americanization, speech 
correction, supervision of play, and supervision of 
rural schools. 

2. Expansion of the curriculum.—The subjects now 

taught in the public schools form a_ bewildering 
array, ranging from arithmetic to aesthetic dancing. 
Each one of these subjects may be justified by some 
group of educators or enthusiastic citizens, but the 
public financier is quite within his rights in insisting 
that educational directors show clearly the justifica- 
tion for spending public monies for the ever increas- 
ing number of projects that zealous educators and 
social reformers insist should be added to the school 
curriculum. If, as has been frequently asserted dur- 
ing the last few years, the public schools of the 
United States have suffered from the same reckless 
expansion that has characterized every other govern- 
mental function during the last two decades, then 


om . 


*See note 1. 
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public school administrators must cooperate with the 
public financier in solving the problem of bringing 
governmental costs back to a level which will neither 
endanger the public school structure nor place a 
burden on the taxpayer which he is unable to bear 
without destroying both the individual and social 
patrimony or capital which is the sole source of 
individual and social income. 


The public financier, no more than the profes- 
sional educator, would support any movement which 
would inhibit the public school from performing 
completely and efficiently the functions which. will 
best conserve the purpose for which it was created; 
but he does insist that there must be a critical study 
of the subject matter of the school curriculum from 
the point of view of the measure of service rendered 
by each subject in conserving and perpetuating the 
state through the development of an intelligent citi- 
zenship. From the point of view of the public finan- 
cier and of the student of government, there is, after 
all, but one fundamental principle by which we can 
justify either the public school system or any sub- 
ject placed in the school curriculum, namely, the 
safety and the welfare and the perpetuity of the 
state. It cannot be denied that many educators and 
enthusiastic advocates of some pet hobby have, dur- 
ing the past decade, frequently departed from this 
fundamental principle and have as a result cluttered 
up the public school curriculum with many subjects 
that have not the least bearing on the life of the 
child as an integral part of the state. For example, 
in a public school in a large city in California the 
curriculum has been enriched by the introduction of 
courses in upholstering, window display, marcelling, 
talking pictures, tap dancing, paper hanging, per- 
sonal charm, Esperanto, flower making, beauty cul- 
ture, and cake decoration.® 


The new Russian Soviet State understands this 
fundamental principle perfectly and is conforming its 
educational policy to the one purpose of conserving 
the welfare of the state, even though public ad- 
ministrators may be going to an illogical extreme 
in carrying out their ideas. A return to this basic 
principle in the states of the United States will 
bring about a more complete conformity to the fiscal 
necessities of the state through the elimination of 
useless “luxury” subjects from public school cur- 
ricula and will at the same time conserve the highest 
efficiency of public school education. 

3. Increased enrollment.—Increased enrollment ap- 
pears chiefly in the high schools. In practically all 
the states there has been a steady decline in the 
proportion of children of elementary school age to 
the entire population. A typical example is found 
in California where the proportion of children per 
100 people declined from 17.18 in 1899 to 13.63 in 
1931. The years 1930 and 1931 were similar as re- 
spects the proportion of children to the population 
and showed the lowest proportion of the present 
century in the elementary grades; and in the school 
year 1932-1933 there were actually fewer children 
in the first grade of school than were there the year 
before.6 While the total number of children in the 
elementary grades in this and other states has been 


5 The Tax Digest, March 1932, 86. 
6N. B. Trenheim, The Tax Digest, Mar. 1933, p. 82. 
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declining, nevertheless, the number of them in 
school in proportion to the potential school popula- 
tion has been increasing owing to compulsory at- 
tendance laws, better school facilities and the 
growing appreciation of elementary schools through- 
out the nation.’ It is quite probable however that 
the saturation point has been reached, due largely 
to the generally declining birthrate in the United 
States. 

High school enrollment has increased very rap- 
idly. Again, California furnishes a typical example: 
In 1900, less than one person out of every hundred 
went to high school; while in 1931 the proportion 
was 4.4 per one hundred. If we include part-time 
pupils, the ratio is approximately 10 per one hun- 
dred. Incidentally, the pupil cost for the support 
of California high schools has risen from $75.57 in 
1900 to $188.97 in 1931, and the per capita cost to 
the people of the state has risen from 49 cents to 
$10.49.* It is a fair inference that the experience of 
California can be duplicated in practically every state 
of the United States. The chief reason for increased 
high school enrollment and costs can be attributed 
in large measure to the raising of the age limit at 
which boys and girls may be gainfully employed. 
As a result, there is, unfortunately, nothing else to 
do but to go to high school, whether the boy or girl 
is fitted for that sort of education or not. Another 
powerful motive both for increased high school and 
junior college enrollment is the American passion for 
the possession of a certificate of graduation which 
may or may not bear accurate testimony of one’s 
educational fitness for anything in particular; but 
which merely shows that the young citizen has gone 
through high school or junior college. 

The fiscal problem involved in the increased en- 
rollment in the public schools, especially in the high 
schools and junior colleges, is one that few local 
communities can solve. It is a problem for the state 
alone. The solution of the problem involves: (1) A 
common revaluation of the functions of the high 
school and the junior college; (2) the expansion of 
certain activities and the curtailment of others; and 
(3) the elimination of administrative wastes through 
the consolidation of present school units and func- 
tions. The solution of the problem does not neces- 
sarily involve the denial of the right of any child 
to enjoy the benefits of higher education freely of- 
fered by the state; but it does connote the reap- 
praisal of public school expenditures in terms of 
benefit to the state and a revaluation and a readjust- 
ment of expenditures in their relation to the cost of 
other public activities and to the capacity of the 
public to bear the resultant tax burdens without 
meeting shipwreck on the rocks of excessive taxation. 


4. Increased salaries of teachers—As l\ate as forty 
years ago, teachers in hundreds of elementary 
schools received an average wage of about forty dol- 
lars a month. Today, in the great industrial states 
at least, teachers in elementary schools, with high 
school training or with two additional years of col- 
lege work in education, receive from three to four 
times as much in wages as their predecessors. It 
is important to note, however, that, while teachers’ 


7 Ibid, p. 83. 
8 Ibid, ‘p. 84. 
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salaries have naturally been a factor in increasing 
costs in public school education, they have not in- 
creased as rapidly as other factors such as adminis- 
trative overhead, buildings and equipment, and 
supplies. 

Unfortunately, both in,this country and in Great 
3ritain, during the current depression, economy in 
public school finance has begun with drastic cuts 
in teachers’ salaries, instead of giving first considera- 
tion to these other factors. It is poor economy to 
compel the teacher to bear the burden of paying for 
whatever extravagance and waste there has been in 
the financing of the public schools. On the other 
hand, true economy may and should be affected by 
readjustments in the size of classes, in balancing the 
teachers’ load, and in the elimination of small classes 
and subjects that are clearly contributing an un- 
reasonable addition to school costs. 


5. Expansion of administration.—The question may 
fairly be raised whether the zeal of administrative 
officers has not led in many cases to an unwar- 
ranted expansion of public school administrative po- 
sitions with a consequent piling up of excessive 
overhead costs. This expansion has been a product 
of the last two decades. A generation ago it was 
quite common for one school superintendent to su- 
pervise the schools of a city of twenty-five or thirty- 
five thousand people; today, it is quite common to 
have a superintendent and a number of assistants. 
In the rural schools there has been a like expansion 
of administrative positions—much of it quite unnec- 
essary—at great expense to the public treasury. It 
is of course true that overhead costs in other fields 
of public administration have increased in many in- 
stances to an unwarranted degree; but this does not 
create a logical excuse on the part of school admin- 
istrators for extravagance in their field. Here again, 
it is the business of the public financier, from the 
point of view of the welfare of the public treasury, 
to insist that expenses of school administration as 
well as the costs of administration in other govern- 
mental fields should be amply justified. Certainly, 
public school administrators have nothing to fear in 
responding to the demand that administrative costs 
be subjected to the most searching and intelligent 
and unbiased scrutiny and analysis, to the end that 
public school administration may function in the 
most economical way. 


6. Expenditures for buildings.— Public school 
buildings are better than a generation ago—and, on 
the whole, rightly so. But, in many cases, buildings 
have been replaced too soon by new ones; and, too 
often, the capital outlay for new buildings presents 
an extravagance in public expenditures that cannot 
be justified on any economic grounds. Even in the 
same jurisdiction, capital outlays for new buildings 
show a wide variation in costs. While some varia- 
tion is to be expected, there can be no doubt that 
very frequently there have been excessive and need- 
less capital expenditures for land and buildings and 
equipment owing to reliance upon the extravagant 
plans of overly zealous architects, and to the com- 
petition among school districts to outdo their neigh- 
bors. 

There is an abundance of testimony afforded by 
surveys made by organizations of educators and 
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business men to prove the accuracy of these state- 
ments. The following seems to be a typical as well 
as a fair comment: “Surveys show excessive hall 
spaces, excessive equipment and fractional use of 
plants. .. . Our modern school buildings are in many 
cases erected according to the whim of architects 
and in most instances without any check from the 
elected representatives of the people who have to 
pay the bills. This is important since an elaborate 
building does not necessarily reflect the merits of the 
instruction therein. . . . The bill for school build- 
ings, equipment and sites in the United States rang- 
es around $400,000,000 per year. Much of this money 
is poorly spent. Glaring discrepancies occur. In 
Ohio alone, school buildings, exclusive of equipment 
and sites, cost in one case $148 per pupil capacity as 
compared with $540 per pupil capacity in another. 
... Ina report on school house planning published 
by the National Education Association, the conclu- 
sion is reached that the total amount of waste in 
school buildings is enormous. If in the United States a 
saving of 5 per cent could be made in the cost of school 
buildings annually, a saving of about $20,000,000 an- 
nually would result.” ® 


8. The high cost of small schools.—In practically 
every state, the small school district persists. The 
consequence is a low average daily attendance, high 
unit costs of instruction, and, generally, lower teach- 
ing standards. The same situation prevails in the 
case of local high schools. Local pride and preju- 
dice are the chief causes of this condition of affairs. 
Very frequently, however, these districts appeal to 
the state for aid, thus imposing an unfair burden 
upon the people of the state for the perpetuation of a 
costly and uneconomic system of local education. 
Here we undoubtedly have a major problem in pub- 
lic school finance which we shall discuss in detail 
under a later topic. 


III. Principles of Public School Finance 


The problem of effective public school finance 
must be considered from the point of view of the 
taxpayer, the public fiscal administrator, and ‘the 
director of public school education. The educator, 
presumably familiar with a practicable and work- 
able philosophy of education naturally desires to put 
his theories into practice without any inhibitions on 
his powers of action. The taxpayer is interested 
from the standpoint of the possible increases in his 
total tax bill, and therefore looks at the problem from 
the point of view of the probable effect of public 
expenditures upon his own private finances and the 
finances of his local community. He wants to know 
and he has a right to demand whether he is getting 
value received for his money outlay. Finally, the 
public fiscal administrator is interested in the prob- 
lem from the point of view of a precise and accurate 
knowledge of present costs of public education. He 
wants to know to what extent probable future costs 
will affect his current fiscal estimates; and he is also 
interested in the precise relation of school costs to 
total governmental expenses. 

We can, then, posit as a fundamental guiding 
principle that an effective policy of public school 


*“Whither Bound School Costs,” Research Bulletin, Oct. 1928, Ohio 
Chamber of Commerce. See also Bulletin for April 1930. 
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finance must be built upon the mutual recognition 
of and the harmonious coordination of these three in- 
terests. No one of these interests is a law unto 
itself; no one of them can function without the 
cooperation of the others. Keeping in mind, then, 
these three interests, let us consider briefly the chief 
problems of school finance that must be solved by 
the states of the United States if they are to con- 
serve the best in American education in our day 
and at the same time bring about a reasonable co- 
ordination of school finance with the financing of 
other governmental functions. 


1. An administrative unit for school administration. 
—One of the major problems, if not the most im- 
portant problem in American public school finance 
in our day is the selection of a proper administrative 
unit. Outside the larger cities, the county should 
be the smallest unit for the levy of school taxes and 
for administrative supervision. Local pride and out- 
worn notions as to the sanctity of local political 
autonomy have impelled many small administrative 
districts to maintain separate elementary and high 
schools at large relative public expense; and this 
same local pride also accounts for the incorporation 
of villages too small to maintain schools except at 
great relative expense. Consolidation of local school 
districts and of local school administration is not 
only necessary from the point of view of fiscal 
economy but it is also a natural thing to do from 
the point of view of social development and political 
expediency. The reasons for this proposition have 
been well stated by a student of county management 
in the following words: “Alone and unsupported, 
the rural municipality is too handicapped for sur- 
vival. Often its resources are too limited, its 
population too small to maintain efficiently the full para- 
phernalia of a public organism. Nor is this neces- 
sary. The rural municipalities, as natural units of 
small towns and farming and trading areas, may be 
integrated with the county and, in designated re- 
spects, be a part of the county. ... Welfare and 
technical staffs, supported only by an adequate tax 
base, can be maintained by the county for service 
throughout its area. Similarly, the county becomes 
tied to the state, utilizing the technical staffs of 
its various departments. The solution of many of 
our rural problems can be attained only on the level 
of state-wide effort which is transplanted practically 
into active programs by the counties. ... That the 
county, as a coordinating regional unit, meets an ur- 
gent need is revealed not merely by the evidence 
of growing public functions but by the correlative 
evidence of agricultural and industrial changes.”?° 

Consolidation of rural and village school districts 
into a single county unit is not only theoretically 
economical but also entirely feasible and practicable 
—far more so, indeed, in this day of motor trans- 
portation than were the possibilities of maintaining 
consolidated schools in much smaller areas even a 
decade ago. Indeed, in carrying out this plan of 
consolidation, it may be necessary and perfectly 
feasible to reorganize the local administrative areas 
of the states by reducing the number of counties 
through consolidation. We have come to a time 


1 Wylie Kilpatrick, The Tax Digest, Dec. 1931, p. 403. 
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when we must think of the size of a county for 
administrative purposes in,terms of population rather 
than by area, in order to secure the lowest per capita 
cost of county government, including public school 
costs. For example, a recent analysis of the costs 
of government in thirty-four California counties, 
covering the period from 1926 to 1931, shows that 
per capita costs in the counties increase steadily in 
the order of decreasing population; and it also in- 
dicates clearly that, to secure a reasonably low per 
capita cost of county government in California, the 
population should be at least 50,000.17 While this 
estimate for California may have to be changed to 
meet different conditions in other states, it does 
afford a workable basis for a new alignment of 
county boundaries in order to effect necessary econ- 
omies in the fiscal administration of the public 
schools. 


The only alternative to this plan is a larger meas- 
ure of state support and state control of the local 
district schools. State support of local school dis- 
tricts, which for a long time has been the most com- 
mon unit of support, is, from the point of view of the 
public financier, a mere makeshift, wasteful and ex- 
travagant, when it is given unconditionally and 
merely for the purpose of fostering false and illogical 
local pride. State aid must be accompanied by the 
power on the part of state educational or fiscal au- 
thorities to insist on the consolidation of local school 
districts as a prerequisite of state support. In many 
of the states the retention of the district or even the 
village or township system means the persistence of 
those inequities among school districts which make 
it impossible to maintain a local school except at 
excessive costs. 


State participation in public school finance must 
therefore follow one of three roads: In the first 
place, present district units may be unchanged, and 
state aid apportioned to each district according to its 
alleged needs, leaving the control of expenditures 
to local district or township boards. This procedure, 
as we have just seen, while very popular, is wasteful 
and uneconomical. It may relieve the local district 
from a greater measure of taxation, but it places an 
undue and unfair burden upon other areas of the 
state for the perpetuation of an archaic and costly 
system of local government and finance. In the sec- 
ond place, the state itself may be the unit of school 
administration and control, thus eliminating both the 
local districts and the counties. But this plan runs 
counter to the deep-seated belief that the school is 
and should continue to be essentially a local institu- 
tion. Indeed, the majority of students of school 
finance are opposed to so radical a departure from 
traditional methods of control on the ground that the 
larger measure of support of the public school should 
come from the local community, and that a large 
measure of freedom should be accorded to the local 
community to decide upon educational policies in 
order to conserve the highest efficiency of the school 
System. 


In the third place, there is the one remaining plan 
of a combination of county and state support. This 
plan is in conformity to the common opinion that 


uj. A. Kerr, The Tax Digest, April 1933, p. 127. 
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community support is fundamental, and at the same 
time eliminates the old local districts. The plan may 
and probably will involve the realignment of coun- 
ties so that the administrative unit will contain a 
population and taxable wealth sufficient to meet the 
local expenses involved. The county thus becomes 
a logical and an efficient unit of administration for 
the two-fold reason that it is sufficiently local in 
character as to be near the people and that it is a more 
acceptable and equitable unit for the allocation or 
equalization of state funds for school support. 
Finally, from the point of view of state finance, a 
properly organized county unit would undoubtedly 
result in far less need for state funds in support of 
the schools than under the old district system. 


2. Standards of administrative costs. — A second 
major problem in public school finances has to do 
with economy in administrative costs. The fiscal 
administrator should first discover the factors that 
make for variation in school costs, thus taking a step 
forward in the discovery of the corresponding in- 
crease in educational advantage that accompanies 
added expenditures per pupil. In other words, as 
the economist would say, it is necessary to find out 
as precisely as possible when the law of ‘diminishing 
returns begins to operate in education costs. To this 
end, for example, a recent writer on public school 
finances has suggested the use of the following fac- 
tors which are of the greatest importance as causes 
of variation in school costs and which must enter 
into any precise measure of costs: (1) Average sal- 
ary of teachers; (2) number of pupils per teacher; 
(3) number of days in the school year; (4) value of 
school property per pupil; (5) assessed value of dis- 
trict per pupil; (6) number of pupils per room; (7) 
size of schools; (8) number of pupils per supervising 
officer (principal or superintendent); (9) ratio of 
regular to special teachers; and (10) density of pop- 
ulation of the school administrative unit.’ 


3. Building costs—Having set up workable stand- 
ards of administrative costs, the fiscal administrator 
next faces the problem of economy in building costs. 
Building plans should be standardized at least in 
each administrative unit. Lack of proper standard- 
ization results in added costs and frequently in gross 
extravagance and waste. There should be a distinc- 
tion between capital outlays and capital costs. Cap- 
ital outlays should comprise expenditures for 
purchase of building sites, for the construction of 
new buildings and for permanent equipment; while 
capital costs should include such items as deprecia- 
tion, interest cost of capital tied up, and ground rent 
for business sites. Studies should be made by some 
county or state authority of comparative expendi- 
tures for capital outlays and capital costs so as to 
bring about reasonable and uniform and economical 
standards in communities of similar character. State 
education officials and local chambers of commerce 
are well fitted to initiate and to give necessary pub- 
licity to such studies. 


4. Use of buildings and equipment.—A vital part 
of the economies resulting from cost studies is the 
setting up of some workable standard by which to 
measure maximum utility in the use of buildings and 





122 F, C. Evans, Your Money’s Worth in Education, The Tax Digest, 
Sept. 1930. 
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equipment. Haphazard selection of sites for school 
buildings is all too common. For example, one fre- 
quently finds an expensive school building on a site 
where subsequent population growth fails to justify 
its construction. In order to avoid these costly mis- 
takes in the future, and in order to secure future 
systematic procedure, it is obviously necessary to 
make precise studies in the character and direction 
of population growth, and to previse as accurately 
as possible the development of future capital finance 
in conformity to carefully calculated future needs. 

Cost studies should not only include the use of 
buildings but of equipment as well. The setting up 
of common standards for equipment in the same ad- 
ministrative school unit or, better yet, in groups of 
administrative units will without question effect 
great savings to the public treasury. The setting up 
of standards should of course be followed by co- 
operative buying and volume purchasing through a 
centralized control of expenditures. 


5. Use of materials and supplies—The county is 
the logical unit for the purchase of materials and 
supplies. Certainly no so-called “educational val- 
ues” will be sacrificed or impaired, while, on the 
other hand, great savings will be.effected through 
the setting up of a common standard for all kinds 
of materials and supplies, and through the centrali- 
zation of purchasing in one responsible county of- 
ficial. The wisdom of centralized purchasing is 
amply proved by the experience of those counties in 
the various states that have county purchasing 
agents. For example, the purchasing agent of Fres- 
no county, California, reports an average annual sav- 
ing of 45 per cent during the three years of centralized 
purchasing.*® 


In the larger cities, operating as separate adminis- 
trative units, it seems illogical to have one set of 
standards for the use of the general administrative 
officials and° another for boards of education. In 
this. regard, at least, there could be set up a com- 
mon central purchasing office or department for the 
general: government and for the schools without in- 
terfering in the least with the reasonable independ- 
ence of school authorities. 


6. Budget and accounting systems.—The foregoing 
propositions clearly imply the organization of a 
modern budget and accounting system. There is such 
an intimate relationship between a budget and an 
accounting system that neither one is workable with- 
out the other. The formation of the school budget 
is essentially a public matter; therefore ample time 
should be afforded to the public for critical examina- 
tion and criticism before the budget is finally voted. 
On the other hand, there is no part of the field of 
local public finance where commercial and civic or- 
ganizations can accomplish more good than through 
a systematic and critical and unbiased study of the 
public school budget. Such a procedure, fotlowed 
consistently in every school administrative unit, 
would act as a wholesome check upon those school 
boards and administrators who may be careless, or 
lax, or unbusinesslike or overly enthusiastic in the 
use of public funds, and would without doubt effect 


—_. 
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material savings in public expenditures in the great 
majority of jurisdictions. 

A modern system of accounting on an accrual 
basis, including, as we have already indicated, a sys- 
tem of precise cost accounting goes hand in hand 
with effective budget making. The accounting sys- 
tem should naturally include a classification of ex- 
penditures and should be uniform throughout the 
state, so as to provide a basis for comparison with 
past expenditures and also with expenditures in 
other like jurisdictions. 


7. Use of the borrowing power—A survey of the 
tremendous increase in the indebtedness of public 
school districts in the United States not only forces 
us to believe that an extravagant use has been made 
of the borrowing power during the last decade or 
more; but also forces us to the conclusion that some 
checks on the borrowing power must be made vol- 
untarily by school ‘authorities, or that they must be 
imposed on local school officials by state authority. 


Even a casual study of business and public finance 
enables us to posit a few rules for public borrowing, 
the validity of which can be readily established : 


(1) In the first place, a bond issue should be used 
only as a last resort, and then only for capital out- 
lays. Borrowing for the purchase of materials and 
supplies and for the payment of wages and salaries 
should never be resorted to under any circumstances. 
The alleged necessity of a resort to borrowing for 
the purpose of meeting current expenditures is one 
that would not be tolerated by any reputable busi- 
ness enterprise; and it should be equally condemned 
in public school finance for the reason that it is 
patent evidence of past mismanagement or careless- 
ness in the use of public funds. 


(2) Long term bonds should never be issued for 
a greater length of time than the estimate life of 
the project for which the bond proceeds may be ex- 
pended. There is an abundance of evidence to show 
that this common sense procedure is far from being 
common practice. The injustice and the inequity of 
permitting the life of a bond to exceed the probable 
utility of the capital improvement involved can be 
readily proved: In the first place, it is unfair to 
shift the fiscal burden to a future generation that 
has had no responsibility in initiating the bond issue. 
In the second place, borrowing finally entails a much 
greater cost than the mere repayment of the princi- 
pal. For, example, a bond for $100,000 bearing 
interest at 4 per cent and repaid at the end of twenty 
years, entails a real cost of $180,000, or well on to 
twice the original cost of the capital project in- 
volved. And finally there is the danger, not at all a 
theoretical one, that the bonds may be retired at 
maturity, not by payment, but by replacing them 
with new ones, which procedure again forces future 
generations to bear what may prove to be a crushing 
fiscal burden. 


(3) Bonds should be issued for relatively short 
terms, running from ten to twenty years, dependent 
upon the paramount needs of the community, and 
the ability of the community to meet interest pay- 
ments and to retire the bonds at maturity. The 
consensus of opinion among fiscal authorities is that 
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a straight or sinking fund bond should be discarded 
in favor of very short term serial bonds of the in- 
stallment type. While the sinking fund type of bond 
is naturally popular with the long-time investor, it 
is very expensive in the long run and then there is 
the ever present danger that administrative authori- 
ties will be negligent in building up adequate sink- 
ing fund reserves. The installment type of bond is 
favored because it is cheaper in the long run and 
because it tends to encourage economy in borrowing. 

(4) There must be a rigid limitation on the power 
of school authorities to borrow money for any type 
of capital outlays. The tendency seems to be to 
centralize control over the borrowing power in some 
governmental authority. For example, in Great 
Britain, loans for educational projects must be ap- 
proved by the Minister of Health. Whether all 
school district loans in the United States should first 
be approved by the state department of education or 
some other agency of fiscal control may be a debat- 
able question for the present; but there can be little 
objection to the proposition that no board of edu- 
cation shall resort to borrowing for capital outlays 
except by a vote of the people who must pay the 
bill; and that every bond issue to be voted on should 
include adequate and clean-cut information for the 
benefit of the voter, so that he may have every 
means of knowing what will be the probable effect 
of the issue on present and future rates of taxation. 
Furthermore, no bond issues should be placed before 
the voters, unless provision is made for informing 
them as to the precise means and time of repayment. 
Finally, permission to issue bonds should never be 
granted unless assurance is given that a sinking 
fund has been or will be created for the systematic 
financing of the bonded indebtedness if the bonds 
are of the straight or sinking fund type; or that ade- 
quate provision has been made for the gradual re- 
tirement of the bonds if they are of the serial type. 


IV. Control of Public School Finance 


1. Fiscal control in cities——The problem of control 
of school finance is one of particular importance in 
urban districts. A survey of the literature of city 
school finance reveals a wide divergence of opinion 
as to the most effective method of control. From 
the point of view of education authorities, indepen- 
dent control is favored on the traditional ground that 
school districts are created by the state, and separate 
and apart from local municipal functions. On the 
other hand, municipal authorities insist upon gen- 
eral municipal control of school finance for the 
reason that this traditional view is not tenable in 
practice in modern municipal administration. They 
contend that public school finance cannot be sepa- 
rated from general municipal finance without 
seriously impairing or destroying the unity and uni- 
formity which are essential to effective adminis- 
tration. 


The chief arguments for fiscal dependence upon 
the general municipal government may be sum- 
marized as follows: (1) There is lack of proper 
coordination between the budget making and tax 
collecting authorities. The school board determines 
the school budget and thus in effect determines tax 
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rates without regard to the effect upon general 
municipal finance. (2) The superintendent of 
schools is not responsible to the municipal govern- 
ment and has no contact with city officials. He is 
therefore frequently in a position to dictate fiscal 
policies which may not be in accord with like poli- 
cies in general governmental administration. (3) 
Division of authority precludes careful and sys- 
tematic city planning which is coming into increas- 
ing favor in American municipalities as the most 
effective way of providing for future expansion and 
for more effective fiscal administration. (4) For any 
fiscal agency to have the power to make a budget 
and at the same time to spend the funds is contrary 
to sound fiscal and political policy. (5) Independent 
fiscal control is expensive for the reason that there 
is too much duplication of fiscal machinery espe- 
cially in connection with the purchase of materials 
and supplies. (6) The consolidation of all fiscal 
agencies in the hands of one responsible body is in 
line with the evolution of local government the 
world over. For example, Great Britain now cen- 
tralizes all local administrative functions either in 
borough or county councils. The borough, which 
corresponds to the American municipal corporation, 
is governed by the borough council which functions 
principally through various committees appointed 
from members of the council. One of these com- 
mittees is known as the Education Committee. The 
council may delegate to the Education Committee, 
with or without restrictions, any powers except the 
power of raising funds through taxation or borrow- 
ing money. 

The chief arguments for fiscal independence may 
be presented under the following heads: (1) The 
present division of authority is sanctified by tradi- 
tion. The function of education is quite different 
from general local governmental ‘functions and 
should therefore be under separate administrative 
control. (2) The control of school finance by a 
separate body need not run counter to sound prin- 
ciples of public finance, inasmuch as there is as great 
an opportunity for economy through cooperation 
with other fiscal authorities as there would be under 
consolidated control. (3) Experience has shown 
that division of authority has worked well in the 
past and should therefore continue to do so even 
under modern conditions and methods of local gov- 
ernment. (4) Separate school administration is 
more conducive to the welfare of the public schools 
than consolidated control for two reasons: (a) 
School authorities have a better opportunity to make 
long time studies of educational policy and to adopt 
a program of studies in accord with the accepted 
general policy; and, (b) there is less chance for 
petty politics to interfere with the development of 
sound educational policies.’* 


What conclusions can we derive from an analysis 
of these arguments pro and con? In the first place, 
considering the arguments as a whole, we can 
readily see that, in the field of public school finance, 
there is a clean-cut conflict between fiscal theory 
and practice on the one hand and political theory and 
traditional public policy on the other. On the one 


4Cf. H. P. Rainey, Public School Finance, Ch. If; and B. F. Pit- 
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hand, the public financier, looking at the problem 
from the point of view of fiscal economy, insists 
that traditional methods of government must give 
way to modern fiscal considerations; while on the 
other hand, the majority of educational theorists 
insist upon the retention of governmental policies 
sanctioned and hallowed by tradition. To an im- 
partial observer, it seems logical and inevitable to 
conclude that ancient political theory must give way 
to fiscal necessity in order to conform to the fiscal 
needs of a new social order. 

An impartial examination of the individual argu- 
ments presented seems to lead us to favor the con- 
tention of those who favor unified control. For 
example, it is difficult to see how an independent 
board of education could possibly be any more free 
to develop educational policies than an education 
committee of a city council; and it is still more 
dificult for any one even superficially acquainted 
with public school history in the average American 
community to understand just how the division of 
authority keeps the schools out of politics. On the 
other hand, there seems to be no denial of the con- 
tention that budget making should be divorced from 
the spending function and that unification of control 
would result in greater economies than under diver- 
sified control. 


Before we rush to a final decision, however, it is 
important to remember that too much reliance can- 
not be placed on the mere machinery of govern- 
ment, because American political history is full of 
instances where communities have rushed to 
change administrative machinery and have then left 
the presumably wonder working machinery to run 
itself, with the unfortunate result that their last 
estate was worse than the first. An illustration of 
this point is found in a recent study of school ad- 
ministration in the city of Buffalo. The board of 
education in that city is appointed by the mayor, 
subject to confirmation by the city council, the city 
officials being responsible for school expenditures. 
The report shows that this plan has not worked 
well, owing to the fact that the mayor was the ap- 
pointive power; and it further brings out the sig- 
nificant fact that education costs per pupil in 
average daily attendance are no greater in cities 
where boards of education are fiscally independent 
than in those where the board of education depends 
upon the city for funds ;?° so that nothing seems to 
be proved in one way or the other. 


In trying to come to some sort of definite decision 
on the method of.control of public school finance, 
we may be helped by asking what would be the 
probable and logical procedure if we were proceed- 
ing de novo to construct a financial structure for a 
city, uninfluenced by previous tradition or practice. 
Would we not effect what would probably prove 
to be a compromise between the two current ex- 
treme views, namely, the setting up of the fiscal 
control of the schools as a department of the general 
government? In other words, we would follow the 
procedure adopted in Great Britain, in creating a 
responsible elective control body or council which 
would function through appropriate committees. In 


© Report of Buffalo School Survey, 1930. 
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this way we would avoid the criticisms now leveled 
at the system of independent control, and at the 
same time avoid the criticisms made in the recent 
Buffalo survey. Of course, under such a plan, the 
general city officials would not control the details 
of school finance, but responsibility for school ex- 
penditures would be placed squarely on the depart- 
ment of education. Certainly, such a plan would 
not bring the schools under the influence of petty 
politics to any greater degree than they are now; 
neither would school authorities be hampered in the 
legitimate exercise of their functions. Furthermore, 
the plan would ensure unity and uniformity in the 
development of a long distance financial program 
for the city; and it would provide, in so far as mere 
machinery can provide, for an effective control of 
purchasing, of capital outlays and bond issues, and 
of accounting. , 


2. The rural schools.—In the rural districts as 
long as we retain the traditional form of general 
county government, the paramount need, as we have 
already indicated, is the consolidation of all the rural 
and smaller town or village schools into a unified 
county system under the control of an elective non- 
partisan board of education. In many cases there 
should be a consolidation of counties into a new 
county unit. From the fiscal point of view such an 
organization should result in a better quality of in- 
struction, more economical planning and use of 
buildings and equipment, greater economy through 
centralized purchasing of materials and supplies, a 
more economical use of school transportation facili- 
ties, lower administrative costs, and a more equitable 
distribution of the-tax burden for the support of the 
schools."® 


Looking forward to the day when the states will 
provide a more modern and efficient county govern- 
mental structure there must be some sort of central 
governing body, similar to the modern county coun- 
cil in Great Britain, which will carry on the various 
functions of county government through appropriate 
committees, of which one will be a committee on 
education. Then and then only will we achieve the 
maximum economy in local public finance. 


V. Conclusions 


UR survey ot public school finance has brought 

us to a few very definite conclusions. In the 
first place, it is a patent and disturbing fact that the 
problem of financing both rural and urban schools 
is a serious one in the majority of school jurisdic- 
tions in every American state; and there is every 
indication that it will become more serious in the 
near future unless effective means are taken to find 
a permanent remedy for the situation. Secondly, no 
makeshift policy or patchwork legislation will solve 
the problem. The solution of the problem involves 
the surrender of many traditions of local govern- 
ment which are survivals of an early stage of demo- 
cratic government—a surrender that is a condition 
precedent to making any headway at all in the inter- 
est of public fiscal economy. This surrender in- 
volves the consolidation of small school districts and 


36 Cf. C. E. Ridley, “Economies in Education,” Public Management, 
April 1933. 
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of competing functions, and the centralization of 
budget and expenditure control. The third and 
final conclusion is that, irrespective of the final set- 
tlement of the controversy relative to the precise 
machinery of financial control, the permanent solu- 
tion of the problem of economy in public school 
finance lies to a very great degree in the develop- 
ment of an intelligent, unselfish and active interest 
in local public fiscal affairs on the part of commer- 
cial and farm groups and civic organizations. With- 
out such intelligent and active and continuous 
activity on the part of interested groups of taxpay- 
ers, no sort of political machinery for fiscal control 
can be or will be effective. 


Court Decisions 


Affiliated Corporations.—Petitioner corporation was not 
affiliated during 1924, 1926, and 1927 with six other corpora- 
tions. The same interests were not owners of 95 per cent of 
the voting stock of the seven corporations where employees 
of the petitioner owned 18 per cent of its stock and no 
stock in the other corporations. The fact that the em- 
ployees did not take part in the affairs of the petitioner 
did not change their position as legal owners of their stock. 
—U. S. Circuit Court of Appeals, Third Circuit, in Com- 
missioner of Internal Revenue v. Samuel Bell & Sons. Com- 
missioner of Internal Revenue v. Moore Bread Company. 
Nos. 5056, 5057, 5058, 5059. March term, 1933. Decision 
of Board of Tax Appeals, 22 BTA 793, reversed. 


Assessment of Tax—Statute of Limitations—Waiver of 
the right to file an appeal with the Board of Tax Appeals, 
which waiver was filed by the taxpayer corporation with 
a revenue agent in charge after a revenue agent’s report 
had been submitted recommending assertion of a deficiency, 
has no effect on the time within which the Commissioner 
may assess the tax. The Commissioner’s subsequent mail- 
ing of a deficiency notice barred him from making the 
assessment for 60 days (except in cases where the Com- 
missioner might determine that jeopardy existed) and the 
statute suspended the assessment period for those 60 days 
within which the Commissioner was barred from making 
the assessment and for 60 days thereafter.—U. S. Circuit 
Court of Appeals, Western District of Washington, in 
Mutual Lumber Co., a Corporation, v. Burns Poe, Collector 
of Internal Revenue of the United States for the District of 


Washington. No. 6985. Decision of the lower court, 57 
Fed. (2d) 305, affirmed. 


Bad Debt Deductions.—When debts not ascertained to be 
worthless have been charged off and a deduction has im- 
properly been claimed and allowed such deduction when 
collected must be included in income. 


Invested capital for 1920 was properly reduced by the 
amount of bad debts charged off as worthless in 1919 even 
though recoveries thereon were made in 1920 and were 
required to be included in income of that year. The tax- 
payer, having asserted that the debts were worthless and 
charged them off, and having received the benefit of such 
assertion, was estopped to deny its truth to the prejudice 
of the Government.—U. S. Circuit Court of Appeals, Second 
Circuit, in Askin & Marine Company v. Commissioner of 


Internal Revenue. Board of Tax Appeals decision, 26 BTA 
409, affirmed. 


Capital Stock Tax under the Revenue Acts of 1921 and 
1924.—Plaintiff is held to have been “doing business” so as 
to be liable for capital stock tax under the 1921 and 1924 
Acts. Its activities consisted of acquiring title to timber 
lands and to timber licenses and leases issued by the 
Canadian government which it sold from time to time. 
It also invested surplus funds in Canadian bonds. During 
the taxable years the transactions were few and did not 
compare in amounts involved with those of prior years.— 
U. S. District Court, No. Dist. of Illinois, Eastern Divi- 
sion, in North American Timber Holding Company v. United 
States of America. No. 38124. 
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Charitable Contributions; Base for Applying 15 per 
Cent Limitation—Depreciation of Trust Property.—Iy 
applying the 15 per cent limitation for charitable contribu- 
tions under the 1924 Act, the “net income” to which the 
limitation is applicable includes capital net gain.—Atkins v, 
White, Collector, 3 Fed. (Supp.) 694, followed. 


Beneficiaries under a real estate trust were entitled to 
deductions for depreciation of trust property, pursuant to 
the 1924 Act. [On authority of Merle-Smith v. Commissioner, 
42 Fed. (2d) 837, and Falk v. Commissioner, 64 Fed. (2d) 
171.] The trust agreement, executed in 1923, gave the 
trustees absolute power over the trust property, and pro- 
vided that the net income from the property, after payment 
of all expenses, should be paid equally to four beneficiaries; 
that upon the sale of any property the net proceeds should 
be divided among the beneficiaries; and that upon the ter- 
mination of the trust in 1928, the trustees should make final 
distribution to the beneficiaries of the principal and ac- 
cumulated income of the trust estate.—U. S. District Court, 
No. Dist. of Illinois, Eastern Division, in George IJValler 
Blow and Wayne Chatfield-Taylor, as Administrators of the 
Estate of Adele M. Blow, Deceased, v. The United States. 
No. 38559. 


Consolidated Returns— Bad-debt Deductions — Inter- 
company Charges.—Consolidated return for 1923 covering 
the petitioner company and three other companies was not 
permitted where the petitioner owned less than 76 per cent 
of the stock of each of the other companies (except for 
a few months when it owned 100 per cent of the stock of 
one of the other companies). Proxies authorizing the peti- 
tioner to vote the entire stock of two of the corporations 
did not constitute legal control. The ownership of some 
of the stock in the third by some of petitioner’s stockholders 
and directors may not be added to the petitioner’s holdings 
to test the percentage of stock ownership. 


Bad-debt deductions were allowable in 1923 as to certain 
notes charged off as worthless in that year. These notes 
represented notes purchased at a discount on April 4, 1923. 
The debtor had lost some $245,000 in 1923 and had $436,000 
of first mortgage bonds outstanding in that year. Although, 
on the hearing before the Board of Tax Appeals, the Board 
refused to receive proof as to the debtor’s assets, it is held 
that all the facts were sufficient to justify the petitioner’s 
conclusion that the notes were worthless. 


Charges made in 1923 against four subsidiary companies 
for interest and commissions accrued during that year 
represented taxable income for 1923 on the accrual basis, 
it not appearing that the charges were not collectible. 
Charges against the subsidiaries representing a part of 
salaries and rentals paid by the petitioner but charged to 
the subsidiaries because they occupied the same general 
offices and used part of the services of petitioner’s em- 
ployees should stand as entered on the books.—U. S. Cir- 
cuit Court of Appeals, Second Circuit, in Peyton-du Pont 
Securities Company v. Commissioner of Internal Revenue. 
Board of Tax Appeals decision, 25 BTA 554, reversed as to 
the second issue, but otherwise affirmed. 


Corporation Income—Gain or Loss Realizable from Fur- 
chase by a Corporation of Its Own Stock.—Where tax- 
payer, in 1925, received shares of its capital stock as the 
initial payment upon an installment sale of real estate, the 
proportion of the initial payment which represented profit 
constituted taxable income regardless of the fact that the 
taxpayer’s stock was the medium by which the payment 
was made. The opinion (Circuit Judge Davis) says: 

“The Board’s decision that a corporation realizes neither 
a gain nor a loss from the purchase of its stock was in 
keeping with its position at the time when it determined 
this case, (Houston Brothers Company, 21 B. T. A. 804; S. A. 
Woods Machine Company, 21 B. T. A. 818; Schiller Piano 
Company, 23 B. T. A. 376), although its earlier decisions 
were to the contrary. Behlow Estate Company, 12 B. T. A. 
1365; New Jersey Porcelain Company, 15 B. T. A. 1059. 
Meanwhile, the courts have held that a corporation acquir- 
ing its own stock may recognize a gain or loss provided 
the purpose of the transaction was not merely a capital re- 
adjustment (Johnson v. Commissioner, 56 Fed. (2d) 58, certi- 
orari denied 286 U. S. 551), but a sale of property. 
Walville Lumber Company v. Commissioner, 35 Fed. (2d) 445 


(Continued on page 389) 
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HOLESALE overhauling of Federal taxation, con- 

fidently expected during the next session of Con- 

gress, will take three forms: a tightening up of the 
administrative provisions of the present income, estate and 
gift tax laws; substitution for or replacement of the taxes 
which will be buried in the same tomb with the 18th 
Amendment; thorough discussion of the possibility of 
eliminating some of the nuisance taxes. 


The staff of the Joint Committee on Internal Revenue 
has been busily combing the 1932 Revenue Act to find ways 
of eliminating snags and of filling cracks. Provisions 
covering consolidated tax returns, credit for foreign taxes, 
capital gains and losses, reorganizations, “Newfoundland” 
corporations have lingered longest under the Hawkeyes’ 
magnifying glasses. The Treasury Department coinci- 
dently has been conducting its own survey, and building 
up a series of recommendations. 


The report of the Joint Committee staff will be turned 
over to Congressman Hiil’s Ways and Means tax sub- 
committee, which meets about October 15th, and to the 
Senate Finance tax subcommittee, which will probably 
postpone its conferences until after the House group has 
finished its discussions. 


What to do about the dividend, capital stock excess 
profits, and the reduction in the gasoline tax which will be 
repealed when the interregnum of prohibition ceases and 
desists? This has congressional committees plainly wor- 
ried. While the ordinary budget perhaps will be balanced, 
the extraordinary budget must be fed by increasingly large 
amounts if the growth of the deficit is to be retarded. 
Even the addition of liquor revenues would not satiate the 
prodigious appetite for spending in connection with the 
emergency program. In addition, the capital stock and 
excess-profits tax combination is almost as effective as 
Evers-to-Tinkers-to-Chance. Dividend receivers are so 
beaten down by events of the past years that their protest 
against the 5 per cent levy is drowned out by the screams 
of the Blue Eagle. These taxes are, in the opinion of many 
experts, less of a strain on Administration officials than the 
nuisance taxes. So the probabilities are that the capital 
stock and.excess-profits tax will be renewed with the same 
or slightly lower rates. A new declaration of capital stock 
valuation will, in all probability, be allowed. The dividend 
tax will probably be laid on the shelf, for future reference. 
A strong fight will be made to return the gasoline tax to 
the states, whence it came. 


The nuisance taxes will be repealed in the order of the 
loudness of the protest of the respective payers thereof, 
if any of them can be spared. Most likely to go is the 
check tax (although strong opposition will be advanced 
by the Treasury). The least successful from the point of 
revenue and administrative difficulty are the taxes on toilet 
preparations, furs, radios and phonograph records. 


There appears to be little doubt but that the capital 
gains and loss provisions will be retained in the prospective 
revenue law, but perhaps quite severely modified. A num- 
ber of plans for modification have been advanced for the 
consideration of the Ways and Means Committee in the 
Senate Finance Committee. 


The 1934 Revenue Act will perhaps be a far different 
law from the 1932 Act, and taxpayers can confidently dig 
themselves in for a long, hard tax winter, which may be 
extended for a number of years. 


Administrative Tempo Quickens 


T=" Board of Tax Appeals, which had one of its busiest 
summers, is now swinging into the fall clean-up and 
wash-up campaign with renewed vigor. It has announced 
that any taxpayer who wants a case heard—irrespective of 
its size—can, upon request, secure almost immediate 
audience. . 


All cases involving sums less than $500 are to be sched- 
uled during the winter docket at the rate of about fifteen 
a day, and new cases involving such minor amounts will 
be heard within a few days of filing. Two attorneys from 
the General Counsel’s Office will be assigned to handle 
such suits exclusively. Continuances in both large and 
small cases will be as hard to get as Federal jobs for 
Senator Long supporters. 


Closely cooperating with the Board is the General Coun- 
sel’s Office, which has been moving along at a greatly 
increased tempo, infused by the steam generated by ener- 
getic Barrett Prettyman. It is sending out men to go with 
Board members for field hearings at which entire calen- 
dars are being wiped clean without an intermission. About 
a fortnight in advance of the calling of the field calendar 
two special representatives of the office consult with tax- 
payers’ counsel in attempts to settle the cases. This pro- 
cedure is meeting with considerable success, although few 
taxpayers have emerged with much more than honor and 
reputation from the settlements effected. 


Meanwhile, back to the Board are pouring hundreds of 
cases from the Special Advisory Committee with recom- 
mendations of a contest by the Bureau. They are taking 
their places on the assembly line, which is inexorably mov- 
ing them toward the judicial gavel. This liquidation of the 
labors of the S. A. C. gives credence to the otherwise well 
substantiated rumor that the Committee is on its way out. 
It is generally believed that the present two-man technical 
staff of the Commissioner will be increased by the addition 
of six or eight of the present S. A. C. leaders, and will take 
over the functions of the present Committee. The techni- 
cal staff, it is understood, will be given large discretionary 
powers of settlement, be able to require the cooperation 
of the different administrative units, and operate with a 
freedom from formality and precise consistency which is 
lacking in the S. A. C. An office order will probably pro- 
nounce the fate of the Special Advisory Committee very 
shortly. 


Revenues Maintain Their Gains 


UGUST internal revenue collections, almost double 

those of a year ago, maintained the pace set in July, 
and portend a baldnced budget in 1934. Total revenue 
was $149,707,708.25, compared with $79,940,310.43 for 
August, 1932, and $130,732,608.44 for July, 1933. 


The figures for the month, the last available at the Bu- 
reau of Internal Revenue, indicate that August income tax 
collections came closer than those for any other month to 
equalling the corresponding figures for the preceding year. 
They were $14,091,383.49, compared to $15,083,051.14. 
July’s figures were $11,983,009.42 and $17,457,131.22, re- 
spectively. 

The capital stock tax, returns for which were not due 
until September 29, 1933, netted $9,964,161.87, compared 
with less than two millions during July. The dividend-tax 
income jumped from less than $700,000 to more than 
$2,000,000. Interesting and indicative of the “stocking up” 
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program instituted by inflation fears are the figures for 
the future delivery tax. August collections were 
$1,615,395.16. July revenues were $1, 172,616.37. During the 
same months in 1932 the tax brought but $215,051.68, and 
$120,948.44 respectively. The greatest increase for the 
month was registered in gasoline taxes, which leaped from 
$15,799,053.99 to $22,420,634.39. Second were the revenues 
from tobacco and its products. These increased from 
$34,861,805.77 to $40,713,385.11. 


When a Tax Victory Is Not Especially Sweet 


BY ASSERTING a deficiency against Winston Bros. 
Company, and winning the appeal to the Board, Dec. 
8214 [CCH] Docket No. 59270, the Bureau of Internal 
Revenue, through no fault of its own, stands to lose many 
more thousands in diminished income taxes of stockhold- 
ers of a huge combine, and now is debating means of 
circumventing the Board decision in its favor. All of 
which proves that it’s a queer tax decision that hasn’t a 
boomerang tucked away in it. 


The story, in brief, is this: The X Corporation, a stock- 
holding corporation, decided to break up the huge com- 
bination it had formed. It effected the following 
reorganization: Five new companies were formed. All 
the stock of these corporations was transferred to the 
X Corporation in exchange for the stock of the old cor- 
porations; then the stockholders of X exchanged their 
stock for the stock of the five newly formed corporations. 


The first step classified without doubt as a reorganiza- 
tion under Secs. 112 (j), 112 (i) (1) (B), 112 (i) (1) (A), 
and 112 (b) (5) of the 1932 Act. No gain or loss is there- 
fore recognized to X Corporation, or to the newly formed 
companies. The second step would normally appear to be 
an exchange by the X Corporation stockholders of stock 
in a corporation a party to a reorganization solely for 
stock in another corporation, a party to the organization, 
by which no gain would be recognizable under Sec. 
112 (b) (3). The basis to each X Corporation stockholder 
for the aggregate stocks he thus received for his stock 
would be the same as the basis of his X Corporation stock. 


It so happens that X Corporation stock has depreciated 
sadly since it was first issued. If gain or loss was recog- 
nizable, stockholders would have substantial deductible 
1933 losses. Naturally the Bureau would prefer to avoid 
these losses, and under its regulations it apparently could. 
But now enters the villain of the piece—the Winston 
Bros. Co. decision. 


In this case, the petitioner, pursuant to a plan of re- 
organization, acquired substantially all the assets of the 
Winston-Dear Co. by issuing its own stock for them. This 
was a nontaxable reorganization. As the second step of 
the reorganization, the Winston-Dear Co. exchanged with 
its stockholders the acquired stock for their Winston-Dear 
Co. stock, which was presumably cancelled. Board Mem- 
ber Trammell (the full Board did not review the decision) 
held that Sec. 112 (b) (3) was inapplicable, and that gain 
or loss was recognized in the second step, as it constituted 
a complete liquidation of the corporation to which Sec. 
115 (c) applied. The Board decision appears to be in dis- 
cord with Art. 574, Regs. 77, and corresponding articles of 
prior regulations, and with I. T. 2542, IX-2 CB 126, but is 
supported by the legislative history of Section 112. Rept. 
No. 179, 68th Congress, First Session, p. 14. 


The effect of this decision on the X Corporation liquida- 
tion is to make the exchange of the stock of the five new 
companies with the X Corporation stockholders for their 
stock in X Corporation a taxable transaction, giving these 
stockholders a 1933 deductible loss. The Bureau some- 
what perturbed by the far-flung consequences of its 
Winston Bros. Co. victory, is now reviewing the facts and 
data in the X Corporation case preparatory to issuing a 
ruling on the matter. A disaffrmance of the Board’s 
view would not be unexpected. 


The Winston Bros. Co. decision was arrived at by the 
Board on its own motion, and not pursuant to any such 
contention by the Commissioner. The Bureau, however, 
cannot appeal the decision in its favor; a nonacquiescence 
would appear ungracious, and no facts ‘have yet developed 


in the X Corporation picture whereby a valid distinction 
can be made. 
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Many other huge combines, during the next few years, 
may desire to split up as Drug, Inc. has done. Present 
liquidations of most corporations would mean deductible 
losses. Important revenues, therefore, will in all prob- 
ability be lost, unless the Bureau can get away from the 
Winston Bros Co. case, or unless that case is overruled 
by the Circuit Courts of Appeals. 


Processing Taxes for Charitable Distributions 
Proposed 


FORMATION of the Federal Surplus Relief Corpora- 
tion and announcement of the relief plans to be put 
into effect by the new organization indicate that acquisition 
of foodstuffs for destitute unemployed and their families 
will be financed from revenues derived from processing 
and other taxes under the Agricultural Adjustment Act. 

While the main purpose of the taxes levied under the 
Agricultural Adjustment Act is for rental and benefit 
payments to growers of “basic” agricultural products who 
reduce acreage or production of such crops, Section 12 (b) 
of the Act provides: “In addition to the foregoing [ref- 
erence is to an appropriation of $100,000,000] the proceeds 
derived from all taxes imposed under this title are hereby 
appropriated to be available to the Secretary of Agriculture 
for the expansion of markets and removal of surplus agri- 
cultural products and the following purposes under part 2 
of this title; administrative expenses, rental and benefit 
payments, and refunds on taxes.” 

Accordingly, there appears to be little doubt that the 
Secretary of Agriculture may remove agricultural surpluses 
by feeding the destitute as well as by encouraging reduced 
production and crop destruction. The latter method is 
more difficult to reconcile with the fact that tens of millions 
of people in this country are insufficiently fed, clothed and 
housed than utilization of surplus products to supply 
human needs. 


Prospective Legalization of Sale of Hard Liquors 
Provides New Tax Problem 


T= imminence of the legalization of the sale of intoxi- 
cating liquors other than beer by the repeal of the 
Eighteenth Amendment is causing consideration of methods 
of deriving revenue from this prospective new source with- 
out preserving for the bootlegger and the illicit manufac- 
turer of liquors a profitable field for operations. 

Mark Graves, president of the New York State Tax 
Commission, in a recent public statement called attention 
to the danger that high taxes and license fees, high at 
least cumulatively if imposed by a number of taxing juris- 
dictions, may make it too expensive to obtain liquors in 
a legal way and thereby leave a substantial portion of the 
industry in the hands of a criminal element. 

“T am constrained to believe that a substantial Federal 
tax on all liquors manufactured or imported into this 
country should be enacted and that the Federal Govern- 
ment should share with the states, 25 per cent of the 
revenue so obtained,” Mr. Graves said. ‘This would save 
the taxpayers the cost of 48 bureaus in the 48 states, 
which would be very considerable, and the dealers the 
expense. bother and trouble of rendering returns to state 
authorities. I believe if this is done, the states should 
content themselves with the revenue received from the 
Federal Government and reasonable license fees imposed 
by the states upon those establishments authorized to sell 
intoxicating liquors. Duplicate taxation will thereby be 
avoided.” 

The October issue of The Index, published by The New 
York Trust Company, contains an interesting exposition of 
economic aspects of repeal of the Eighteenth Amendment, 
including a consideration of the probable effect upon gov- 
ernment revenues. 

On the basis of the revenues received from alcoholic 
beverages in 1919, it is estimated that had it not been for 
national prohibition the Federal Government would have 
received since 1919 a total of more than $6,250,000,000, 
which The Index says is more than the accumulated Federal 
deficit, more than half of the total amount of the war debts, 
more than half of the aggregate bonded indebtedness of 
the railroads of the United States, and almost three-fourths 
as great as the total amount of farm mortgages now 
outstanding in this country. That is what might have been 
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As to prospective Federal revenues from spirituous 
liquors, it is stated that figures as high as one billion 
dollars per year have been quoted but a “conservative 
estimate” of $250,000,000 is taken as the probable annual 
Federal tax increment from internal rates on spirits, with 
beer revenues and import duties on alcoholic beverages 
probably equalling that amount. The implication is that 
the total annual Federal yield from taxes on alcoholic 
beverages in the event of repeal is likely to be in the 
neighborhood of $500,000,000. 

Quoted statistics on internal revenues from fermented 
liquors and spirits prior to the repeal of the Eighteenth 
Amendment indicate that fluctuations from year to year 
were relatively slight, despite recurrent periods of business 
depression. 

As to the additional revenue that will be derived from 
income and excess-profits taxes, The Index says: 

“A substantial portion of the net income of individuals 
and corporations engaged in the manufacture or sale of 
spirits, beer and wine will be returned to the Federal and 
state governments through income and excess profits taxes, 
whereas no taxes whatsoever have been paid by the pur- 
veyor or illegal manufacturer of liquor during the prohibi- 
tion regime.” 

The study in The Index covers the experience of other 
nations in taxation of the liquor industry. “From 14 to 20 
per cent of the total annual revenues of Great Britain, 
Canada, Norway, Sweden, Denmark and Australia are de- 
rived from license fees, and excise and customs duties on 
alcoholic beverages.” 


Massachusetts Holders of A. T. & T. Stock to Be 
Penalized for Dividend Tax Delinquency 


ESIDENTS of Massachusetts who are stockholders of 

the American Telephone & Telegraph Co. and who fail 
to pay the 6 per cent dividend tax imposed by Chapter 357, 
Mass. Laws of 1933 (approved July 22, 1933) will be sub- 
ject to a penalty of $5 a day after November 1, it is 
understood. The dividends taxable are those received from 
October 1 to December 31, 1932. 

Because of refusal of the American Telephone & Tele- 
graph Company upon request to provide Commissioner 
Henry F. Long with a list of stockholders who would be 
affected by the new law, collection of the tax from stock- 
holders in the company is rendered somewhat difficult. 
The question of the right of the company to withhold the 
list of stockholders may be the subject of legal proceed- 
ings when the 1933 taxation of dividends under Section 9 
of Chapter 307, Mass. Laws of 1933 (approved July 1, 1933) 
is in question. 

The tax imposed by Chapter 357, Mass. Laws of 1933, is 
an emergency measure pending the taxation of dividends 
under Section 9, Chapter 307, Mass. Laws of 1933. 


Federal Tax Practitioners Association in 
Incipient Stage 


So interest has been expressed in the pro- 
posed Federal Tax Practitioners Association, an- 
nouncement of which appeared in the September issue of 
THE TAX MAGAZINE, page 349. 

At a meeting held in the Pennsylvania Hotel in New 
York on September 25, it was decided to proceed with the 
organization work, and, in the first instance, to concentrate 
upon matters of direct and peculiar interest to tax prac- 
titioners which are not being undertaken by any other 


Amendment of 


Electrical Energy Tax 


Chapter V, Regulations 42, as amerded relating to the 
tax on electrical energv has been further amended by 
Treasury Decision 4393, XII-40-6438 (p.15), to read as follows : 


Chanter V 
TAX ON ELECTRICAL ENERGY 
Section 6 (a) of the Act of June 16, 1933 
(Public No. 73—73d Congress) 
Sec. 6 (a) Effective September 1. 1933, Section 616 of the Revenue 
\ct of 1932 is amended to read as follows: 
“SEC. 616. TAX ON ELECTRICAL FNERGY FOR DOMESTIC 
OR COMMERCIAL CONSUMPTION ; 
“(a) There is hereby imposed upon electrical energy sold for domestic 
or commercial consumption and not for resale a tax equivalent to 3 per 
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professional group. The precise program of activities 
has not been decided. Another group meeting may be 
held soon, probably in Washington, at which structural 
lines will be perfected and decision made as to activities 
which should be undertaken. 


Communication 


“The Minnesota Tea Case” 
Editor: 
I have just read the article in the August Tax MaGAzINE 
on the Minnesota Tea Case. In the last paragraph, Mr. 
Hendricks says: 


“The Government did not argue for any such result 
as the majority reached. The point of reorganization or 
not, we have heard, was not discussed in the original 
briefs and arguments at all, and the Board seems to have 
gone off on a little frolic of its own. A case which so 
vitally affects transactions which have previously oc- 
curred and future transactions, ought not to be decided 
without the fullest opportunity for counsel to acquaint 
the Board with their views on the points to be decided, 
for if the Board goes wrong, there will be long and 
distressing periods of uncertainty until it is put right by 
the Courts, ard there is frequently a danger that the 
Courts, not being in every instance versed in such tech- 
nical matters, will perpetrate errors.” 


This is a rather hefty criticism; and if the facts had been 
fully stated, I should not have the temerity to raise a 
defending voice. 

But what Mr. Hendricks “heard” is the small end of 
the story. Insofar as it is incomplete, it is misleading and 
unfair. It is true that the point was not argued at the 
hearing or in the original briefs. But when, after a study 
of the original briefs and argument and a partial con- 
sideration of the statute and the decisions, I began to feel 
a doubt as to whether there had been a statutory reorgan- 
ization, I realized that “a case which so vitally affects 
transactions which have previously occurred and future 
transactions, ought not to be decided without the fullest 
opportunity for counsel to acquaint the Board with their 
views on the points to be decided, * * *.” Therefore I 
called both Mr. McGuire and Mr. Savoy to my office, (the 
omission to call Mr. Brabson was inadvertent) and, telling 
them of my doubt upon this legal proposition, requested 
briefs. A period was fixed which I was assured would not 
press them unduly, at the end of which a printed brief 
was filed for the petitioners by Mr. McGuire, and a type- 
written memorandum by the General Counsel. These 
briefs are in the public record. They were considered by 
the full Board. 

I have a sincere respect for Mr. Hendricks’ analysis and 
criticism of the opinion. Whether they are sound, it is not 
my privilege here to discuss. But as to conduct and pro- 
cedure, I agree that the question was of sufficient impor- 
tance to require a full and carefully considered argument 
on both sides. It is as important and fair to the Board that 
it should have the help of such briefs as it is fair to the 
parties that they should have an opportunity to present 
them. Before concluding that we had “gone off on a little 
frolic of our own,” Mr. Hendricks should have investigated 
the facts. 

Yours truly, 
J. M. STERNHAGEN, 
Member, United States Board of Tax Appeals. 

September 29, 1933. 


Regulations 


centum of the price for which so sold, to be paid by the vendor under 
such rules and regulations as the Commissioner, with the approval of 
the Secretary, shell prescribe. The sale of electrical energy to an owner 
or lessee of a building who purchases such electrical energy for resale 
to the tenants therein, shall for the purposes of this section be considered 
as a sale for consumption and not for resale, but the resale to the tenant 
shall not be considered a sale for consumption. 
* * * * * * #7 

Art. 39. Effective period.—The tax apnlies to electrical energy sold 
on or after September 1, 1933. and before July 1, 1935. 

Art. 40. Scope of tax.—The tax is imposed upon electrical erergy 
sold for domestic or commercial consumption and not for resale, except 
as provided hereinafter. 

The term “electrical energy sold for domestic or commercial consump- 
tion” does not include (1) electrical energy sold for industrial consump- 
tion, e. g., for use in manufacturing, processing, mining, refining, 
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shipbuilding, building construction, irrigation, etc., or (2) that sold for 
other uses which likewise can not be classed as domestic or commercial, 
such as the electrical energy used by public utilities, waterworks, tele- 
graph, telephone, and radio communication companies, railroads, other 
common carriers, educational pe seamgg: not operated for profit, churches, 
and charitable institutions. However, electrical energy is subject to tax 
if sold for use in the commercial phases of industrial or other businesses, 
such as in office buildings, sales and display rooms, retail stores, etc. 


Where electrical energy is sold to a single consumer for two or more 
purposes, through separate meters, the specific use for which the energy 
is sold through each meter, i. e., whether for domestic or commercial 
consumption, or for other use, shall determine its taxable status. Where 
the consumer has all the electrical energy used at given location furnished 
through one meter, the predominant character of the business carried 
on at such location shall determine the classification of consumption for 
the purposes of this tax. 

The tax does not apply to electrical energy sold for resale, except 
where the electrical energy is sold to an owner or lessee of a building 
who purchases such electrical energy for resale to the tenants therein. 
The sale of electrical energy to an owner or lessee of a building who 
purchases such electrical energy for resale to the tenants cherein, shall 
for the purposes of this tax be considered as a sale for consumption and 
not for resale, but the resale to the tenants shall not be considered a 
sale for consumption. 

Every person who purchases electrical energy for resale (except resale 
by the owner or lessee of a building to the tenants therein) must register 
with the collector for the district in which is located his principal place 
of business (or, if he has no principal place of business in the United 
States, with the collector at Baltimore, Md.). The application for regis- 
try must show the name and place, or places, of business of the applicant. 
The collector will issue registration numbers in a separate series, begin- 
ning with number 1, for his district. Electrical energy so furnished for 
resale shall be exempt from tax only when the vendee furnishes to the 
vendor a certificate showing the vendee’s registration number and that 
the energy is to be resold by him. 

Where electrical energy is sold to a person registered under the provi- 
sions of the preceding paragraph, a portion of which is for domestic or 
commercial consumption by the vendee and a portion of which is for 
resale, the certificate furnished by such vendee must show the amount 
of such electrical energy sold to him for domestic or commercial con- 
sumption by him and the amount sold to him for resale. The vendor 
must pay tax on the portion of such electrical energy sold to the vendee 
for domestic or commercial consumption by the vendee. Such vendee 
must in turn pay tax on the portion of such electrical energy resold by 
him for domestic or commercial consumption. The tax in each case is 
based on the price for which the energy is sold. 

The tax attaches to electrical energy sold for domestic or commercial 
consumption, irrespective of whether any of the energy sold is actually 
used or the charges therefor actually collected. The tax is due on all 
such sales whether the charge therefor is billed as a minimum charge, 
a flat charge, a service charge, or otherwise. 

Where a discount is deductible from the gross charge for electrical 
energy if payment therefor is made by the consumer within a prescribed 
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period, or where an additional amount is added for failure to make pay. 
ment within a prescribed period, the tax shall be based on the entire 
amount actually due. 

Art. 41. Liability for tax.—The Act, as amended, provides that the 
tax shall be paid by the vendor of electrical energy sold for domestic 
or commercial consumption. 

Art. 42. Rate of tax.—The tax is imposed upon electrical energy solq 
for domestic or commercial consumption at the rate of 3 per cent of the 
price for which so sold. 


EXEMPTIONS 
Section 616 (c) of the Revenue Act of 1932, as amended by Section 6 (a) 
of the Act of Congress approved June 16, 1933 (Public 


No. 73—73d Congress) 

““(c) No tax shall be imposed under this section upon electrical energy 
sold to the United States or to any State or Territory, or political 
subdivision thereof, or the District of Columbia. None of the provisions 
of this section shall apply to publicly owned electric and power plants. 
The right to exemption under this subsection shall be evidenced in such 
manner as the Commissioner, with the approved of the Secretary, may, 
by regulation, prescribe.” : 

Art. 43. Exemptions.—Electrical energy sold to the United States or 
to any State or Territory, or political subdivision thereof, or the District 
of Columbia, is exempt from the tax. 

Sales of electrical energy by electric and power plants owned by the 
United States, or any State or Territory, or political subdivision thereof, 
or the District of Columbia, are exempt from the tax. 


ADMINISTRATIVE PROVISIONS 


Section 616 (b) of the Revenue Act of 1932, as amended by Section 6 (a) 
of the Act of Congress approved June 16, 1933 
(Public No. 73—73d Congress) 

“(b) The provisions of sections 619, 622, and 625 shall not be appli- 
cable with respect to the tax imposed by this section.” 

Art. 43%. Administrative provisions.—The provisions of articles 44 
to 48, inclusive, of these regulations are in full force and effect with 
respect to electrical energy furnished before September 1, 1933, but are 
= applicable with respect to electrical energy sold on or after such 

ate. 

The return and payment of tax on electrical energy sold on or after 
September 1, 1933, will be governed, in so far as they are applicable, 
by the administrative provisions of Regulations 46, approved June 18, 
1932, relating to the excise taxes on sales by manufacturers, producers, 
or importers. All of the applicable administrative provisions of Regula- 
tions 46 are hereby incorporated by reference in this article and chapter. 
(See arts. 67 to 70, inclusive, 71 (as amended), 72, 73, and 77 to 79, 
inclusive, of Regulations 46, approved June 18, 1932.) 

Guy T. HELverIneG, 
Commissioner of Internal Revenue. 
Approved: September 20, 1933. 

Tuomas HeEweEs, 

Acting Secretary of the Treasury. 
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ra a ag as leroy ce uA War 140,069,591 97,495,942 (Est.) 42,573,649—D No awe 
eee 
MA oth. Sans a ial wun Se eateries 19,678,775 19,107,836 570,939—D 18,500,000 (Est.) 607,836—D 
ere rT eee 33,978,213 31,947,867 2,030,346—D 28,139,000 (Est.) 3,808,867—D 
a (fk iy Go) ek Giekd iat cial ae 30,527,913 31,056,245 528,332—I 26,000,000 (Est.) 5,056,245—D 
ERT ree 74,104,856 77,043,836 2,938,980—I 62,876,211 (Est.) 14,167,625—D 
SS tee 16,864,598 15,377,301 1,487,297—-D 17,000,090 1,622,699—I 
I 6. od «cca paid dtl No figures 
available [ee 8=—=—=sT “he weet 9,236,979 (Est.) 411,523—D 
Se eer eee 305,485,090 320,079,267 14,594,177—I 281,500,000 38,579,267—D 
NS PET Oe re rece 44,928,426 53,327,718 8,399,292—I 49,499,188 (Est.) 3,828,530—D 
iss silat. wie ss hoo GN beeLy 76,138,988 71,893,357 4,245,631—D 55,500,000 (Est.) 16,393,357—D 
ID 5.0.5.0 Siig de ascends 5's 188,901,007 163,916,314 24,984,693—D 169,800,000 ( Est.) 5,883,686—I 
i Ree re 13,249,273 11,990,463 1,258,810—D No figures 
a_i 
SE SINE ac Seok oda eet Se Sereews 10,144,506 8,119,824 2,024,682—D No figures 
“Seen ree. Te 
a alates S40 a occ bie ove Gla hor kcorete Gare 17,807,150 17,730,255 76,895—D 15,000,000 (Est.) 2,730,255—D 
i bcs Gra aera aac Mame arora 42,214,672 35,186,312 7,028,360—D 49,042,004 (Est.) 13,855,692—I 
Net total decrease for all above states................. 0-0 euee $ 59,540,811 Net total decrease $ 87,071,626 
StaTES BELow FicurE ON BIENNIUM Basis 
Increase r Increase 
Bienniums Ending Odd Years 1933-35 or Decrease 





State 1929-31 1931-33 or Decrease 
ER a ace eice,p.¢. 4a ee te 4:99 : $258,316,757 $283,159,040 (Est.) $ 24,842,283—I $249,206,856 $ 33,952,184—D 
EE, oD. Bo Pac's eer sade heen 24,161,536 15,579,131 8,582,405—D No figures 
D werk arene ee 
DIOR cieccccrveeens 10,420,756 10,007,841 412,915— 4,519,255 5,488,586— 
Weetlng aes a 3,342,606 4,458,656 1,116,050—I 3,244,661 (Est.) 1,213,995—D 
ek: Sem eS Goran Gis e ed ey ew wee Uo kigeres $ 16,963,013 Net decrease $ 40,654,765 
Bienniums Ending Even Years 
1931-32 1933-34 ‘ 
Ce re Pr eer $ 5,398,786 $ 4,262,248 (Est.) $ 1,176,538—D 
Nebraska ....... patie ‘ 43,575,591 25,251,904 18,323,687—-D 


Total decrease 


$ 19,500,225 
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Court Decisions 
(Continued from page 384) 


(C. C. A. 1); Spear and Company v. Heiner, 54 Fed. (2d) 
134 (W. D. Pa.); Commissioner v. S. A. Woods Machine Com- 
pany, 57 Fed. (2d) 635 (C. C. A. 1). Since these decisions, 
the Board has adopted the rule laid down by the courts. 
Houghton and Dutton Company, 26 B. T. A. 52. 


“The question here is disposed of by the following quota- 
tion from the Woods case, supra. 


“The transaction involved in this case was equivalent to 
the payment of the debt in cash and the investment of 
the proceeds by the corporation in its own stock. If that 
had been done clearly the cash received would have been 
taxable income. The transaction*was not changed in its 
essential character by the fact that, as the debtor happened 
also to own the stock, the money payment and the purchase 
of the stock were by-passed, and the stock was directly 
transferred in payment of the debt. The stock was the 
medium in which the debt was paid. The wide door to 
evasion of taxes opened by the decision of the Board is 
an additional reason, and a weighty one, against it.” 


“The determination of the Commissioner is approved 
and the order of the Board of Tax Appeals reversed.” — 
U. S. Circuit Court of Appeals, Third Circuit, in Commis- 
sioner of Internal Revenue v. Boca Ceiga Development Com- 
pany. No. 5082. Board of Tax Appeals decision, 25 BTA 
941, reversed on this issue. 


Depletion of Gas Contracts.—Purchaser of casinghead 
gas contracts was entitled to depletion for the years 1925 
and 1926. It had the right to go upon the land to install 
equipment, lay pipe lines, and extract the gas. This right 
represented a legal and economic interest in the property, 
on which purchaser of contracts was entitled to depletion 
under the decision in Palmer v. Bender, 287 U. S. 551.— 
U. S. Circuit Court of Appeals, Ninth Circuit, in Signal 
Gasoline Corporation v. Commissioner of Internal Revenue. 
No. 7035. Board of Tax Appeals, 25 BTA 861, reversed on 
this issue. 


Excess Profits Tax.—Where a partnership, engaged in the 
business of selling commodities largely on a commission basis, 
was reorganized on January 1, 1917, by the dropping of 
one partner and the paying to him of his share of con- 
tributed capital together with his share of “special capital,” 
consisting of profits left in the business by the partners as 
loans to the business, and $50,000 representing his share of 
the value of existing contracts, or good will value, the 
invested capital of the new partnership consisted of (1) the 
capital contributed by the remaining three partners and 
(2) the value of the contracts, subject to the statutory 20 
per cent limitation as to intangibles. The profits left in 
the business as loans thereto represented borrowed money 
which was not to be included in invested capital. 


No depreciation with respect to the contracts mentioned 
above is deductible. “Depreciation is allowed because the 
owner must replace a wasting asset. He is allowed the cost 
of replacement. * * * In the present case the contracts 
cost the firm nothing and no expenditure is necessary for 
their replacement.” 


In connection with the computation of the tax in accord- 
ance with the above rulings, “It may chance that the tax- 
payer is entitled to a refund, but that the Government might 
have levied a larger tax [owing in part to its failure to 
exclude from invested capital the amount of profits left 
in the business as loans and constituting borrowed money] 
which is now outlawed. In that case the taxpayer can not 
recover. Lewis v. Reynolds, 284 U.-S. 281.” That decision 
held that where the statutory period for assessment of an 
additional tax has expired, the Commissioner allows a de- 
duction claimed, but determines that the correct computa- 
tion by reason of other items results in an additional tax 
which is barred from assessment, the taxpayer is not en- 
titled to a refund.—U. S. District Court, Dist. of Mass., in 
Arthur E. Nye v. United States. Same v. Same. Same v. 
Same. T. Hovey Gage and Emily G. Marble, Executors u/w 
of J. Russel Marble v. United States. Same v. Same. Arthur 
E. Nye v. United States. Law Nos. 2749, 2750, 2859, 3053, 
3056, 3100. 
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Excise Tax on the Transportation of Oil under the 1918 
Act.—A tax on the transportation of oil owned by a tax- 
payer over its own pipe lines under the Revenue Act of 1918 


was an excise tax and not a direct tax requiring apportion- 
ment under the Constitution. 


The constitutional requirement of uniformity of excise 
taxes means geographical uniformity. Where a tax on 
transportation of its own product over a pipe line owned 
by the taxpayer was under law based on a reasonable charge 
for such transportation as determined by the Commissioner, 
the tax is not lacking in uniformity because it is not based 
on a percentage of a definite figure. 


A provision in the law giving the Commissioner authority 
to determine the reasonable charge for transportation of oil 
by pipe line in the absence of fixed rates or tariffs is not 


a delegation of legislative power making the statute un- 
constitutional. 


There was no violation of the due process clause of the 
Constitution where taxpayer had opportunity for a hearing 
on an abatement claim before the tax was collected on 
transportation by pipe line. 


Where the 1921 Act in repealing the 1918 Act contained 
a saving clause providing that the 1918 law should remain 
in force for the “assessment and collection of all taxes 
which have accrued,” the repeal did not free the taxpayer 
from liability for tax on transportation by pipe line in 1918 
to 1920. Such taxes are held to have accrued prior to the 


— of the 1918 law although collection was made there- 
after. 


On the facts interest paid on taxes on transportation 
by pipe line was not recoverable—U. S. Circuit Court of 
Appeals, Ninth Circuit, in Standard Oil Company, a Cor- 
poration, v. John P. McLaughlin, United States Collector of 
Internal Revenue for the First District of California. Deci- 
sion of the District Court, 55 Fed. (2d) 274, affirmed. 


Federal Estate Tax.—A gift over of a trust estate to 
charities is held deductible in part from decedent’s gross 
estate. The trust provided that upon the death of the 
survivor of settlor’s wife or daughter, one-half of the trust 
principal should be transferred to the living issue of the 
daughter, and $5,000 of the remainder to X if living, and if 
X is not living, to Y, if living; if these gifts failed, these 
sums were to be retained, with the balance of the trust, as 
a perpetual trust, the income to be paid to certain charities. 
It is neld in view of the possibility of issue of the daughter 
surviving and that X or Y may be living, the gift over to 
charities of this half and of the $5,000, is too uncertain 
to have an ascertainable value at settlor’s death. As to the 
balance, such uncertainty does not exist.—U. S. District 
Court, No. Dist. of Illinois, in Chicago Title and Trust Com- 
pany as Trustee, etc., v. The United States. No. 38820. 


(1) Where the settlor of a trust estate reserves to him- 
self alone a power to change the ultimate beneficiaries 
of the trust, such reservation constitutes a power to alter 
or amend and renders the transfer incomplete until his 
death. The property is therefore properly included in his 
gross estate under Section 302 (d) of the 1924 Act, which 
does not violate the due process clause of the Fifth Amend- 
ment to the Constitution. Porter v. Com., 60 Fed. (2d) 
673, affirmed in 288 U. S. 436, followed. 


(2) Proceeds (in excess of $40,000) of insurance policies 
on the life of the decedent, taken out between 1898 and 
1911, should be included in decedent’s gross estate (death 
January 31, 1926), where the right to change the beneficiary 
was reserved, pursuant to Section 302 (g) of the 1924 Act, 
even though the policies were taken out prior to the 1918 
Act, the first act to provide for the inclusion in gross estate 
of the proceeds of policies payable to specific beneficiaries. 
Heiner v. Grandin, 44 Fed. (2d) 141 and (on reargument) 
56 Fed. (2d) 1082, certiorari denied, 286 U. S. 561, followed. 
—U. S. Circuit Court of Appeals, Third Circuit, in. H. T. 
Cook, Henry N. Young, and Trenton Trust Company, Ex- 
ecutors of the Estate of George R. Cook v. Commissioner of 
Internal Revenue. No. 4985. October term, 1932. Decision 
of Board of Tax Appeals, 23 BTA 335. 


Installment Sales—Inclusions in Initial Payment.—Initial 
payments received on a sale of property and business 
should include cash received by the seller representing the 
proceeds from a second mortgage placed on the property 
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by the purchaser with a building and loan association, the 
seller having given its bond to the latter as collateral for 
payment of the loan. Since the inclusion of this cash brings 
the initial payment to an amount in excess of one-fourth of 
the selling price, the sale was not a sale on the installment 
plan within the meaning of Section 212 of the 1926 Act. 


Commissioner’s determination that a purchase-money 
first mortgage was worth its face value ($50,000) is sus- 
tained despite taxpayer’s testimony that he attempted with- 
out success to sell the mortgage to every mortgage broker 
he knew at a discount of 20 per cent. The record shows 
that an offer of $30,000 was rejected on the ground that the 
property was worth twice that amount.—U. S. Circuit Court 
of Appeals, Third Circuit, in Max B. Shubin and Sara C. 
Shubin, on behalf of Reliable Coal Company (a dissolved 
corporation) v. Commissioner of Internal Revenue. No. 5095. 
Decision of Board of Tax Appeals, 25 BTA 792, affirmed. 


Loss on Dissolution of a Subsidiary Corporation—Inter- 
est on Tax Overpayment.—Loss is allowed a parent cor- 
poration, upon dissolution of its subsidiary in 1923, in the 
amount of the parent company’s investment in the sub- 
sidiary, represented by the cost of the subsidiary’s stock, 
and the amount owed the parent by the subsidiary after 
applying against such amount the liquidation proceeds. 
Consolidated returns for 1920 to 1923 had been filed, during 
each of which years the subsidiary had suffered a heavy 
loss. Burnet v. Aluminum Goods Mfg. Co., 53 S. Ct. 227, 
followed. 


Interest is allowed at 6 per cent from the date of payment 
of the tax overpaid to the date of the judgment, and there- 
after on the whole amount at 6 per cent until paid —u. S. 
Circuit Court of Appeals, Ninth Circuit, in John P. Mc- 
Laughlin, Collector of Internal Revenue for the First District 
of California, v. Pacific Lumber Company, a Corporation. 
No. 6816. Decision of lower court affirmed. 


Nontaxable Income.—Where a corporation after resigna- 
tion of its president voted him a sum of $15,000 as an 
“‘honorarium’ in appreciation of his excellent guidance of 
this corporation,” the amount was a gift and not taxable 
income to the recipient—U. S. Circuit Court of Appeals, 
Th'rd Circuit, in Wilfred H. Cunningham v. Commissioner 
of Internal Revenue. No. 5099. Board of Tax Appeals 
decision (unreported) reversed and remanded. 


Partnership Income—Tax Liability on’ Non-distributed 
Share of Net Income of Partnership—Pursuant to the 
explicit provisions of Section 218 (a) of the 1921 and 1924 
Acts, a member of a partnership, even though in keeping his 
own accounts and in making his own returns he uses the 
cash basis, must report as taxable income his distributive 
share, whether distributed or not, of the net income of the 
partnership for the taxable vear—U. S. District Court, 
No. Dist. of Tl'inois. Eastern Division, in Percival H. Tru- 
man v. The United States of America. No. 38,843. 


Proceeds of Oil Taken from Land Leased from a State 
—Taxability—Proceeds of sale of oil taken from lands 
leased from the State of Montana are taxable, being a profit 
upon the sale of a capital investment at a price above cost. 
The taxpayer sold its interest for cash and oil proceeds, 
title having passed to the purchaser. The oil proceeds as 
received are not exempt as income received under a lease 
executed by a State for the support of public schools.— 
U. S. District Court, District of Montana, in Rice Oil Com- 
pany, a Corporation v. United States of America. No. 973. 


Recovery of Taxes—Where a corporation filed a claim 
for abatement of additional 1917 taxes which was rejected, 
and thereafter appellee as transferee paid a part of the taxes 
after expiration of the applicable period of limitations, 
there was not an overpayment under Sec. 607 of the 1928 
Act, and recovery of the taxes paid was barred by Sec. 611 
of that Act, it being immaterial that the abatement claim 
was filed by the transferor corporation instead of being filed 
by the appellee.—U. S. Circuit Court of Appeals, Ninth 
Circuit. in United States of America v. Frank X. Pfaffinger. 
No. 6964. Decision of District Court reversed. 

Recovery of 1921 taxes is denied where claim for refund 
was based on the ground that impounded ircome was er- 
roneously included in taxable income for 1921, the year of 
its release to taxpayer, whereas the ground for recovery 
pressed in this action is that the income was exempt from 


THE TAX MAGAZINE 






October, 1933 





tax because derived from lease of lands asserted to be 
owned by a State. 


Income for a period of years from a mining lease, which 
was impounded awaiting the outcome of litigation and was 
released in 1921, was not income to the petitioner for the 
prior years inasmuch as it was not received by it then either 
constructively or otherwise. 

Deduction is denied for 1921 by reason of alleged aban- 
donment and charge-off with respect to certain lands, the 
evidence showing that the lands were neither abandoned 
nor charged off in that year.—U. S. District Court, District 
of Wyoming, in Grass Creek Oil and Gas Company, a Cor- 
poration, v, M. S. Reynolds, Collector of Internal Revenue for 
the District of Wyoming. No. 2106 Civil Law. 


Stock Rights—Tax Liability from Sale of Rights.—Gain 
on sale of stock rights bY administrators pendente lite repre- 
sented taxable income to the estate. Pursuant to decree 
prayed for, the administrators pendente lite sold certain 
stock rights in 1928 and used the proceeds to purchase 
additional stock under the terms of the balance of the 
stock rights issued in 1928 to the decedent’s estate.—U. S. 
Circuit Court of Appeals, Third Circuit, in Leighton M. 
Ford, Administrator of the Estate of Albert E. Ford v. Com- 
missioner of Internal Revenue. No. 5100. Decision of the 
Board of Tax Appeals, 26 BTA 133. 


Transfer of Partnership and Corporation Assets to a 
New Corporation, All Commonly Owned—Tax Liability.— 
Taxable gain resulted in 1928 to the plaintiff as the result 
of transactions connected with a corporation in which he 
held stock. The corporation was formed in 1928 and three 
brothers, including the plaintiff, paid in $15,300, and received 
all the common stock, then worth 10 cents a share. The 
three individuals then caused to be transferred to the cor- 
poration all the assets of a partnership owned by them and 
all the assets of another corporation of which they owned 
all the capital stock. For its assets the other corporation 
received preferred stock of the new corporation which it 
distributed to its stockholders, including the plaintiff, who 
immediately sold the preferred stock for cash. Profit from 
the sale of the preferred stock was reported on the income 
tax return but no profit was reported as to the common 
stock in the new corporation, originally worth 10 cents a 
share, but worth $10.70 a share after the above transactions, 
the plaintiff admitting no taxable profit because he had not 
disposed of the shares of common stock. It is held that the 
formation of the new corporation, and the issuance of the 
preliminary shares were but steps in the whole transaction 
by which the plaintiff profited from the sale of shares as 


well as from the increased value of the common stock 
held by him. 


Profit from sale of certain shares of stock realized by the 
plaintiff's wife is taxable to her and not to her husband 
although the husband, before making a gift of the shares 
to his wife, had entered into an agreement “to deliver and 
sell and/or to cause the corporation to deliver and sell” 
the shares to the purchaser. There was no binding contract 
that the husband himself should deliver the shares.—U. S. 
District Court, Dist. of Mass., in Ezra S. Eaton v. Thomas 
W. White, Law No. 5459. 


The Tax Gluttons 
(Continued from page 375) 


I am aware that in this presentation arguments 
may be advanced against such a system of taxation 
for state use and I would favor the centralization 
of the taxing power in the hands of the Federal 
Government if it could be done with assurance that 
a fair and equitable distribution of the proceeds 
could be had. It seems to me that any such plan 
is at present purely speculative and the necessity for 
relief so pressing that it demands immediate and 
conclusive action. Under the circumstances I pre- 
sent for consideration the following plan of relief: 

A tax upon the gross receipts of all business and 
service transactions, excepting only— 
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Banks and banking institutions, 
Insurance companies, 
Salaries and wages, 


Manufacturers, unless their product is sold direct 
to consumers or users, 


Wholesalers, provided the goods are sold to be 
resold in the form of tangible personal property, 

Gasoline, already heavily taxed, 

Gross receipts of transportation, transmission, gas, 
water, electric, and insurance companies already 
taxed under Sections 184 to 187 inclusive of 
the Tax Law. 


Purposes— 


(1) At least $100,000,000 of the revenue arising 
under such a law should be applied toward 
the reduction of the state’s existing deficits. 


(2) Such a law if properly formulated would prob- 
ably adequately stabilize the outstanding 
bonds of our cities, towns, villages and school 
districts and would annually add to their se- 
curity and increase their intrinsic value in the 
hands of those. who bought them in good 
faith. 


(3) The law would reduct the local real estate 
taxes and permit the passage of an act limit- 
ing the amount of taxes to be levied directly 
upon real estate for all purposes. 


(4) It would broaden the tax base—taxing spend- 
ing rather than thrift, and in a very consider- 
able measure reduce successful tax evasions. 


Disposition of the revenues— 


The first $100,000,000, out of the first year’s re- 
ceipts of approximately $130,000,000, would be used 
to assist in covering our state deficit. 

Thereafter ninety per cent of the receipts would 
be returned to the cities, towns, villages, and certain 
school districts, having bonded indebtedness. 


After the retirement of bonds the funds going to 
the several divisions must be used to reduce real 
estate taxes. 

Actually, after the first year, there could be a 
reduction in real estate taxes because the funds re- 
ceived would be applied toward the sinking fund, 
or the retirement of principal. To such an extent 
there could certainly be a reduction in the tax rate 
upon real property. 


Results of distribution— 
Cities would receive $8.00 per capita 
Villages would receive $5.00 per capita 
Towns would receive $5.00 per capita based on 
population outside of any incorporated villages 
within the town 
School Districts, outside of cities, and having 
bonded indebtedness at the time of the enact- 
ment of the law, would receive at least $17.00 
per capita, and possibly more, based on total 
average daily attendance in such schools, until 
the bonded debts would be relieved or sufficient 
sinking funds provided to meet the require- 
ments. 
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Rulings of the Bureau of Internal Revenue 
Federal Income and Estate Taxes 


Compensation of Master of a Steam Ship Company 
Absent from U. S. for Extended Period—Taxability.—Dur- 
ing the year 1930 the taxpayer was employed as master 
of a steamship engaged in trade between certain United 
States ports. He was absent from the United States 
and its territorial waters for 234 days during that year in 
the performance of his duties as master of the vessel, due 
to the fact that the irregularities of the United States coast 
line and safe navigation required that the vessel be oper- 
ated beyond the territorial waters of the United States. 
It is held that the taxpayer has met the conditions pre- 
scribed by Section 116 (a) of the Revenue Act of 1928 
under which exemption is allowed. He was a bona fide 
nonresident citizen of the United States for more than six 
months during the taxable year, and his compensation 
constituted earned income from sources without the United 
States.—G. C. M. 12167, XII-38-6408 (p. 3). 


Conveyance of Lessor’s Reserved Royalty under an Oil 
and Gas Lease.—Unlimited conveyance for cash of the 
lessor’s reserved royalty under an oil and gas lease, or a 
fractional interest therein, may be treated as a sale of a 
capital asset under Section 101 of the 1928 Act, provided 
the interest in the property sold otherwise falls within the 
definition of the term “capital assets” as defined in Section 
101.—G. C. M. 12118, XII-37-6395 (p. 2). 


Federal Estate Tax.—Where a trustor at her death in 
1929 had the power to “revoke, alter, and amend” a trust 
agreement, even though the power could not have been 
exercised by her until January —, 1930, the value of the 
trust property nevertheless constituted a part of her gross 
estate.—G. C. M. 11034, XTI-35-6383 (p. 13). 


Where insurance is receivable by beneficiaries other than 
the estate and where some of the beneficiaries are chari- 
table organizations, it is held that for the purpose of the 
charitable deduction to which the estate is entitled the 
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What others say of it: 

James B. Archer, formerly President of the D. C. Bar 
Association and formerly Special Assistant to the U. S. 
Attorney General: “It is a masterful work on Income, 
Estate and Excise Tax Law and Procedure by a practitioner 
of many years experience.” 

Frank J. Ehrhardt, formerly Special Assistant to the 
Attorney General: “Your work is the greatest in the Tax 
Field. It saves time of the busy Tax Counsel in the prepa- 
ration of a Brief, or an Argument, or an Opinion on any 
question pertaining to Income, Estate, Gift, or Excise Taxes. 
It is a Money-saver to the Taxpayer and a Time-saver to 
Counsel.” 

Charles F. Sanford, Attorney: “It is an outstanding ex- 
position of Income, Estate, Gift and Excise Tax Law and 
Procedure. As a compendium for professional use, and as a 
readable document for the layman, it will adorn any library.” 
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$40,000 statutory exemption should be prorated among the 
beneficiaries, and the amount of the insurance receivable by 
such organizations should be reduced by their proportionate 
shares in the exemption.—E. T. 2, XII-37-6399 (p. 9). 


Installment Sales.—Realty Sold in 1930 and Repossessed 
in 1932—Income Realized and New Basis.—A taxpayer sold 
certain real estate at a loss in 1930 and claimed the loss as 
a deduction for that year. Title did not pass to the vendee. 
After receiving partial payments the vendor repossessed the 
property in 1932. 

The taxpayer should report as income for the year of 
repossession the difference between (1) the entire amount 
of the payments actually received on the contract and 
retained by him, and (2) the sum of the profits previously 
returned as income (zero) and an amount representing 
what would have been a proper adjustment for exhaustion, 
wear and tear, etc., of the property during the period it was 
in the hands of the purchaser had the sale not been made. 
The basis of the property becomes its former selling price. 
—G. C. M. 12012, XII-35-6373 (p. 2). 


Installment Sales of Realty Involving but Two Pay- 
ments (Revenue Acts of 1926, 1928, and 1932).—If a casual 
sale of real property contemplates but two payments, one 
during the first year and one in a later year, the income may 
be returned on the installment basis if the payment received 
in the first year does not exceed the percentage of the 
selling price specified in the statute. 

The term “initial payments” contemplates at least one 
other payment in addition to the initial payments. Where 
the entire purchase price is to be paid in a lump sum in a 
later year, there being no payment during the first year, 
the income may not be returned on the installment basis. 

Income may not be returned on the installment basis 
where no payment in cash or property other than evidences 
of indebtedness of the purchaser is received during the first 
year, the purchaser having promised to make two or more 
payments in later years —G. C. M. 12148, XII-36-6387 
(p. 2). 

Life Insurance Companies—Deductions.—W here coupons 
attached to certain life insurance policies known as “guar- 
anteed premium reduction policies” are left with the com- 
pany to accumulate at interest, the amount of such interest 
actually paid out in cash, or amounts applied to shorten the 
premium-paying period, or to purchase additional insurance, 
or to pay renewal premiums, which amounts are considered 
as the equivalent of cash payments, are allowable as deduc- 
tions in computing the net income of the life insurance com- 
pany.—I. T. 2717, XII-38-6407 (p. 2). 

Losses.—Acquisition of taxpayer’s property by a munici- 
pality under a New Jersey tax sale does not give rise to a 
deductible loss. [An examination of the Compiled Statutes 
of the State of New Jersey (1911-1924), volume 2, indicates 
that when a municipality acquires real property at a tax 
sale there is no actual sale so long as the right of redemp- 
tion exists.]—I. T. 2711, XII-35-6372 (p. 2). 


“Widow’s Exemption” in Pennsylvania Takes Priority 
in Payment over Federal Income Tax.—In Pennsylvania 
the “widow’s exemption” is of the same character as the 
“widow's allowance,” the “year’s support,” or similar al- 
lowance provided in the statutes of other States, and takes 


priority in payment over Federal income tax.—I. T. 2712, 
XII-35-6375 (p. 6). 


Miscellaneous Taxes 


Capital Stock Tax.—Mere investment by a corporation 
of any of its funds in United States securities or in foreign 
securities payable in the United States does not constitute 
carrying on or doing business in the United States so as 
to entail liability to the capital stock tax——Summary of 
“release,” issued September 18, 1933, by Commissioner of 
Internal Revenue. 

The capital stock tax imposed by Section 215 of the 
National Industrial Recovery Act, approved June 16, 1933 
(Public, No. 67, Seventy-third Congress), is a tax upon the 
doing of business in a corporate capacity. Where a cor- 
poration is in the hands of a receiver, the receiver and 
not the corporation is carrying on the business. This is 
true with respect to both operating receivers and liquidat- 
ing receivers. Accordingly, where a corporation is in the 
hands of a receiver appointed to liquidate the business and 
distribute the proceeds, the corporation is not carrying on 
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or doing business within the meaning of section 215 of 
the National Industrial Recovery Act and is not subject 
to the capital stock tax imposed by that Act. The same 
is true of a corporation in the hands of a receiver appointed 
to conserve the assets, rehabilitate the business, and turn 
the corporation back to its owners as a going concern. 

A national bank in the hands of a conservator appointed 
by the Federal Government, or a state bank in the hands 
of a conservator or officer with similar powers, appointed 
by the State, is not carrying on or doing business within 
the meaning of the law. 

Where a national bank or a state bank was in the hands 
of a conservator or officer with similar powers prior to 
July 1, 1933, and a plan was worked out and put into 
effect before that date whereby a portion of the assets of 
the bank was sold to a new bank which was organized 
for that purpose and carried on the business after June 15, 
1933, and prior to July 1, 1933, the new bank is subject 
to the capital stock tax for the period ended June 30, 1933, 

Where a receiver or conservator is in charge of the 
affairs of a corporation during a part of the taxable year, 
and the corporation carries on its business during any 
remaining portion of the year, the capital stock tax is 
due and payable for the entire year without any allowance 
or deduction for the period during which the corporate 
affairs were administered by a receiver or conservator. 
However, the capital stock tax for the year ended June 30, 
1933, will not attach to any domestic corporation which 
was in the hands of a receiver, conservator, or officer with 
similar powers during the entire period from June 16, 1933, 
to June 30, 1933, inclusive. 

While some corporations may not be subject to the 
capital stock tax, every domestic corporation will be re- 
quired to file a capital stock tax return on Form 707, with 
the exception of insurance companies subject to income 
tax under Sections 201 and 204 of the Revenue Act of 
1932. (See article 42, Regulations 64.) If exemption is 
claimed, the information part of the return, namely, items 
1 to 8, inclusive, should be completed in detail. Under item 
9 no value need be declared, but a notation “exemption 
claimed” should be entered. The return as thus prepared 
and duly executed should be filed with the collector of 
internal revenue accompanied by Form 717 which should 
clearly set forth the fact upon which the claim for exemp- 
tion is based. 

When the return is received by the Bureau the claim 
for exemption will be considered and if sustained the cor- 
poration will not be required to file a capital stock tax 
return, for subsequent taxable years, provided its status 
remains unchanged. 

The above procedure should be followed in the cases of 
all corporations in the hands of receivers or conservators. 


—S. T. 702, XII-39-6422 (p. 18). 


Dividend Tax.—Payor corporation should withhold divi- 
dend tax from dividends payable to a corporate trustee by 
whom they are distributable to individual beneficiaries. 
Trustee should report full amount of dividends and deduct 
tax withheld. Beneficiaries should report net amounts of 
dividends distributable—I. T. 2713, XII-35-6379 (p. 17). 

A corporation distributing dividends of a foreign cor- 
poration to citizens of the United States must withhold 
and pay the excise tax imposed by Section 213 of the Na- 
rag Industrial Recovery Act.—I. T. 2714, XII-35-6380 

p. , 

No withholding is required by a payor corporation as 
to dividends on stock deposited with voting trustees who 
issued voting trust certificates, provided the certificates 
are owned by domestic corporations and provided the 
trustees file with the payor corporation exemption cer- 
tificate Form 1043A.—I. T. 2715, XII-35-6381 (p. 17). 

Where a corporation pays the excise tax on dividends 
paid by it to its stockholders, the amount of such tax 
constitutes an additional dividend. The withholding lia- 
bility of the payor corporation must be computed upon 
the dividend plus such tax. The stockholders are required 
to report the dividend plus the tax in gross income and 
may claim a deduction for the tax paid at the source— 


G. C. M. 12206, XII-39-6419 (p. 12). 


Excise tax on dividends imposed by Section 210 of the 
National Industrial Recovery Act, is not applicable to dis- 
om in complete liquidation.—I. T. 2718, XII-39-6420 

p. " 
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Dividends received by corporations allowed as deduc- 
tion in computing net income, are not subject to the 
excess-profits tax imposed by Section 216 of the National 
Industrial Recovery Act—I. T. 2719, XII-39-6421 (p. 18). 

Excess-profits Tax.—Dividends received by corporations, 
allowed as deductions in computing net income, are not 
subject to excess-profits tax.—I. T. 2719, X1I-39-6421. 

As to ruling on inclusion of interest on government 
bonds in income subject to excess-profits tax see ruling 
below under caption “Interest on Government Bonds, etc.” 


Excise Tax—Sporting Goods.—A manufacturer or pro- 
ducer of tennis rackets may purchase tennis racket frames 


and strings tax-free for further manufacture or production. 
—G. C. M. 12076, XII-35-6382 (p. 15). 


Excise Tax Withheld on Dividend Payments.—The 
Bureau of Internal Revenue in IT—Mimeograph, Coll. No. 
4070, R. A. No. 681 outlines as follows procedure for 
examination of returns of excise tax withheld on dividend 
payments, and determination of the correct tax. 


1. Treasury decision 4372, approved July 14, 1933, provides that the 
determination, assessment, and collection of the tax and the examination 
of returns and claims filed pursuant to Section 213 of the National 
Industrial Recovery Act and that Treasury decision, will be made under 
such procedure as may be prescribed from time to time by the Commis- 
sioner. Accordingly, the following procedure is prescribed: 

Offices of Collectors of Internal Revenue 

2. Returns, Forms 1043, with accompanying remittances, exemption 
certificates Forms 1043-A and 1043-B, and other documents will be 
handled according to the provisions of A&C-Mim. Coll. No. 4048. 
Returns will be arranged and transmitted to the Bureau in substantially 
the same manner as provided for income tax returns. Due to the size 
of Forms 1043, 1043-A and 1043-B, small quantities of these forms 
should be plainly marked or enclosed in envelopes properly identified, 
when forwarded with the assessment lists. 


Income Tax Unit 


Proving Section 
3. The Proving Section will verify the returns with the assessment 
lists in substantially the same manner as in the case of income tax 
returns. The returns will then be forwarded to the Sorting Section. 


Sorting Section 

4. The Sorting Section will make such review of the returns, both 
taxable and nontaxable, as may appear necessary before filing, which 
will include verification of (a) the amount deducted (line 2) as evi- 
denced by accompanying exemption certificates; (b) credit claimed for 
prior month (line 5); and examination of letters, copies of minutes, etc., 
attached to returns. The Sorting Section will take cognizance of any 
general information with respect to payments of dividends which will 
assist in a proper administration of this section of the law. Such test 
comparison as may appear necessary for the purpose of securing delin- 
quent returns will be made with the corporation returns, Form 1120, at 
such time and place as will not interfere in any manner with the move- 
ment of the corporation returns. 

5. Contact will be had with the Audit Review Division, the Valuation 
Division and the Rules and Regulations Section with respect to such 
questions as are considered and determined by those offices. 

6. Returns, exemption certificates, and correspondence will be filed 
according to collection districts. 

7. In the event it appears information is needed which may better be 
secured by a field investigation, the returns, Forms 1043, and attached 
exemption certificates, correspondence, etc., may be forwarded to internal 
revenue agents in charge with the corporation return (Form 1120) or 
separately; but agents will prepare a separate report dealing with the 
liability on each return. ; 

8. Additional tax will be assessed under authority of section 213 of 
~ —— Industrial Recovery Act and section 771 of the Revenue 
Act o . 

9. Credits and refunds will be allowed in accordance with section 772 
of the Revenue Act of 1932 and Treasury Decision 4372. When credit 
is taken on any return for tax paid on a return for a prior month, the 
credit claimed must be accompanied by an affidavit explaining the basis 
of the claim and stating that any amount previously withheld in error 
has been or will be refunded to the recipients of the dividends, or that 
the payor corporation has obtained the consent of the recipients to the 
allowance of such credit. 

10. Claims for refund shall be made on Form 843 and there must be 
embodied therein or attached thereto an affidavit stating that the excess 
tax withheld has been or will be refunded to the recipients of the 
dividends or that the payor corporation has obtained the conseyt of 
the recipients to the allowance of such refund. 

_ 11. In cases where credit or a claim for refund is based on the exemp- 
tion of the recipients of the dividends, the exemption certificates, 
Forms 1043-A and 1043-B, if properly executed and filed with the 
Form 1043 on which the credit is taken or with the claim for refund, 


will be accepted as the written consents of such stockholders to the 
allowance of the credit or refund. 
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General 
12. In the determination of questions of liability for tax the payor 
corporation, to the extent that appears reasonable and proper, will be 
granted the privilege of a protest and/or a conference. 
13. Correspondence and inquiries regarding this mimeograph will refer 
to the number and the symbols IT:E:CTR. 
’ 


Guy T. HELVERING, 
Commissioner. 

Interest on Government Bonds—Application of Excess- 
profits tax.—The term “net income” as used in Section 216 
of the National Industrial Recovery Act has the same 
meaning as it has as used in the Revenue Act of 1932. As 
defined in Section 21 of the Revenue Act of 1932 the net 
income means the gross income determined or computed 
under Section 22 less the deductions allowed under Sec- 
tion 23 although it is necessary in that connection to take 
into account the fact that certain portions of Section 23 
as incorporated in the Revenue Act of 1932 were repealed 
by Section 218 of the National Industrial Recovery Act. 
Interest received on obligations of a state or political 
subdivision thereof including interest received on municipal 
bonds is wholly exempt for income tax purposes under 
Section 22 and such interest is therefore exempt and not 
to be included in the net income of a corporation for the 
purpose of the excess-profits tax. The foregoing is also 
applicable to interest received on obligations of the pos- 
sessions of the United States as well as obligations of the 
United States issued on or before September 1, 1917. 

While interest received on certain obligations of the 
United States issued after September 1, 1917 is exempt 
only to a limited extent for the purpose of the surtax 
imposed upon individuals and other entities taxable on the 
same basis as individuals, such interest is wholly exempt 
for the purpose of the normal tax. A corporation is, of 
course, not subject to the surtax imposed upon individuals 
by Section 12 of the Revenue Act of 1932, and no excess- 
profits or war-profits tax is imposed by the Revenue Act 
of 1932. Such interest is therefore not included in the net 
income of a corporation for the purpose of the income tax 
imposed upon corporations by the Revenue Act of 1932. 
In accordance with the foregoing it is therefore held in 
the ruling of the Commissioner that the interest received 
on all present outstanding bonds and similar obligations 
of the United States is not to be included in the net income 
of a corporation for the purpose of the excess-profits tax 
imposed by Section 216 of the National Industrial Recovery 
Act.—“Release” by the Bureau of Internal Revenue dated 
September 29, 1933. 


Malt Liavor Stamps—Redemption.—Under the Act of 
May 12, 1900, as amended by Section 1013 (a) of the Reve- 
nue Act of 1924, no allowance may be made for stolen 
liquor stamps, inasmuch as the mere fact that they have 
been stolen does not warrant the conclusion that they have 
been destroyed.—S. T. 700, XII-38-6412 (p. 15). 


Processing Tax.—Where a vendor is under contract to 
sell a commodity to the United States at a fixed price under 
a contract made prior to the effective date of the process- 
ing tax, that tax can not be collected from the Government 
upon delivery after such date-—Mimeograph A-50762. 


Processing and Compensating Taxes.—Article 7 of Regu- 
lations 81, relating to the processing tax, is amended by 
Treasury Decision 4392, approved September 20, 1933, to 
read as follows: 

Art. 7. When tax attaches.—The tax attaches at the beginning of the 
first domestic processing of the commodity. When the first domestic 
processing begins before the effective date, no tax attaches, although it 
is not completed urtil after the effective date. When the first domestic 
processirg begins while the tax is in effect, it is subject to the processing 
tax, notwithstandirg it is not completed until after the tax is terminated. 

Processing and Floor Stocks Taxes as Applied to Cotton 
Bags.—No floor stocks tax is due with respect to cotton 
bags containing flour or other product on August 1, 1933, 
nor is an exporter of any products contained in cotton bags 
entitled to any drawback of any floor stocks or processing 

. ” 
tax paid on account of such bags.—Summary of “release 
issued by Bureau of Internal Revenue. 


Processing Taxes—Incidence of the Tax.—Bureau of In- 
ternal Revenue, while stating that it is not the intent of the 
law that the processing taxes shall be absorbed by the 
processor or manufacturer, has not issued, nor will it issue, 
anv regulations or instructions concerning the manner in 
which taxes imposed by the Agricultural Adjustment Act 
shall be passed on to the ultimate consumer. The Bureau's 
interest is limited to the extent that in passing on such 
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taxes there shall be no “misrepresentation of tax” within 
the meaning of the law.—Summary of “release” issued by 
the Bureau of Internal Revenue. 


Stamp Tax on Sales or Transfers of Stock.—Following 
is the full text of S. T. 699, XII-36-6391 (p. 15), which 
answers a number of questions which have been raised 
as to the taxability of certain transfers to a successor trus- 
tee, under the Revenue Act of 1932: 


A number of questions have been presented concerning the taxability 
under Schedule A-3 of Title VIII of the Revenue Act of 1926, as 
amended by Section 723(a) of the Revenue Act of 1932, of transfers of 
securities held in trust by the X Trust Co. and the Y Trust Co., both 
in process of liquidation under the laws of Ohio. 

The trust companies are in the hands of the State superintendent of 
banks for the purpose of liquidation. Under State laws the superintend.- 
ent has certain powers to continue the administration of trust estates and 
to act as trustee thereunder. 

The questions and answers are as follows: 

Question 1(a). The X Trust Co. was trustee under a testamentary 
trust, the will making no provision for the appointment of a successor 
trustee. A beneficiary will make application to the probate court for 
the appointment of a successor trustee and a decree will be entered 
removing the old trustee and appointing the Z Bank as successor trustee, 
vesting in the latter, as successor trustee, full title to the trust assets, 
including securities, and authorizing and directing the State superintend- 
ent to execute and deliver such formal transfers as may be necessary 
for record purposes. 

The proceedings so taken will be governed by Section 10506-55 of 
the General Code of Ohio, which provides as follows: 

Vacancy before termination of the trust; accounting; successor fiduciary. 
—If a sole beneficiary dies, is dissolved, declines to accept, resigns, is 
removed, or becomes incapacitated or otherwise unable to act, prior 
to the termination of the trust, the probate court shall require a final 
account of all dealings of such trust to be filed forthwith by such 
fiduciary if a living person and able to act; or if such fiduciary be a 
living person but unable to act, by his guardian, if any, or if there be 
no guardian, by some other suitable person in his behalf, appointed or 
approved by the court; or if such fiduciary be a deceased person, by his 
executor or administrator; or if such fiduciary be a dissolved corporation, 
by such person or persons as may be charged by law with winding up 
the affairs of such corporation. Thereupon the probate court shall cause 
such proceedings to be had as are provided by law as to other accounts 
filed by fiduciaries. 

Whenever such a vacancy occurs and such contingency is not otherwise 
provided for by law, or by the instrument creating the trust, or whenever 
such instrument names no fiduciary whatever, the court shall, either on 
its own motion or on the application of any person beneficially interested, 
appoint and issue letters of appointment as fiduciary to some competent 
person or persons who shall qualify according to law and execute the 
trust to its proper termination. Such vacancy, and the appointment 
of a successor fiduciary shall not affect the liability of the former fiduci- 
ary, or his sureties, previously incurred. 

Will the stamp tax attach to the transfer of securities included in the 
trust property.? 

Answer. The tax will not attach. ; 

Question 1(b). Would it make any difference if, under the terms of 
the testamentary trust, a beneficiary (or a number of beneficiaries) is 
given authority to and does nominate a successor trustee whose appoint- 
ment is confirmed by the Probate Court of R County under the above 
section of the General Code of Ohio in like proceedings? 

Answer. No. 

Question 2(a). The X Trust Co. was acting as trustee under an 
irrevocable living trust agreement containing no specific provision relat- 
ing to the appointment of a successor trustee. If application is made by 
the beneficiary of the trust to the Common Pleas Court of R County for 
the removal of the State superintendent as trustee, and the appointment 
of a successor trustee (with the corsent of the State superinterdent). and 
the common pleas court in the exercise of its equity powers (there being 
no specific statute in the State of Ohio authorizing a particular court 
to appoint a successor trustee for a living trust as distinguished from a 
testamentary trust) enters a decree naming the Z Bank as successor 
trustee, vesting it with full title to the entire trust estate, and authorizing 
and directing the State superintendent to deliver such formal transfers 
as may be necessary for record purposes, will the stamp tax attach to the 
transfer of securities? 

Answer. No. See MS. 42 (C. B. IV-1, 338). 

Question 2(b). Would it make any difference in the foregoing situation 
if the irrevocable trust agreement provides for the designation or nomina- 
tion of a successor trustee by one or more of the beneficiaries (either 
including or not including the original settlor), and such designation or 
nomination is confirmed by the Common Pleas Court of R County in 
proceedings similar to those above outlined? 

Answer. No. 

Question 3(a). The X Trust Co. was acting as trustee under a 
revocable living trust agreement which coutains a provision permitting 
the settlor to revoke in whole or in part, or modify, alter, or amend the 
trust agreement from time to time. If the settlor revokes the trust 
agreement in its entirety and directs the State superintendent of banks 
to convey the assets (including securities) of the trust estate directly 
to the Z Bank to be held by it as trustee under a new living trust 
agreement entered into between that bank and the settlor, does more 
than one taxable transfer occur? 

Answer. The transaction results in two taxable transfers. 

Question 3(b). If the State superintendent of banks, the Z Bank and 
the settlor enter into a modification agreement wherein the Z Bank 
is substituted as trustee in place of the State superintendent under the 
same trust agreement, and the agreement provides that the successor trus- 
tee shall be immediately vested with full title to the entire trust estate, 
and further cortemplates the delivery of formal transfers for record pur- 
poses to the Z Bank as trustee, does the stamp tax attach to such 
transfer? 

Answer. The transfer is subject to tax. 

Question 4. The X Trust Co. was acting as trustee under a revocable 
living trust agreement which provides that the settlor may at any time 
révoke in whole or in part, or may alter, amend, or modify the trust 
agreement. The agreement also provides that in the event the trustee 
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named therein shall at any time resign, or become disabled, or be 
removed, the Z Bank shall immediately succeed as trustee and be vested 
wth title to the entre trust estate. If the State superintendent in 
charge of the affairs of the X Trust Co. resigns and the Z Bank assumes 
its duties as trustee under the trust agreement, and formal transfer is 
made to it of the assets of the trust estate by the superintendent for 
record purposes, will the stamp tax attach to the transfer of securities, 
or is such transfer regarded as one by operation of law under Regula- 
tions 71, article 35(h)? 

Answer. The tax will not attach. The provisions of article 35(h) of 
Regulations 71 control. 


Question 5. The X Trust Co. was acting as trustee under a revocable 
living trust agreement wherein the settlor reserved the right to revoke 
in whole or in part at any time, or to alter, amend, or change the terms 
of the trust agreement. The trust agreement as originally drawn con- 
tained no provision for a successor trustee in the event of the resigna- 
tion, removal, or other disability of the X Trust Co. Several years ago 
a modification of the trust agreement was made providing that in the 
event of the resignation, removal, or disability of the trustee named 
therein the Z Bank shall immediately succeed as trustee. and be vested 
with title to the entire trust estate, and directing the X Trust Co. in 
such event to deliver such formal transfers as may be necessary for 
record purposes. If the State superintendent resigns and the Z Bank 
assumes its duties as successor trustee under the terms of the trust 
agreement, will the stamp tax attach to the transfer of securities? 


Answer. The trarsfer is not subject to tax. 


Question 6. The X Trust Co. was acting as trustee under a revocable 
living trust agreement, which provides that the settlor may at any 
time revoke in whole or in part, or modify, alter, or amend the trust 
agreement. The agreement contains no specific provision designating 
a successor trustee in the event that the trustee named therein resigns, 
is removed, or is disabled from acting as trustee. If, in the exercise 
of the power to modify the trust agreement, the settlor and the State 
superintendent enter into a modification agreement providing that upon 
resignation. removal, or disability of the State surerintendent the Z Bank 
shall immediately succeed as trustee and be vested with title to the entire 
trust estate. and providing further that in such event the State superin- 
tendent shall del'ver such formal transfers as may be necessary for record 
purposes, will the stamp tax attach to the transfer of securities of the 
trust to the Z Bank as trustee in the event of the resignation, removal, 
or disability of the State superintendent? 


Answer. The transfer is subject to tax. The situation is not mate- 
tially different from that presented in question 3(b). The transaction 
does not have any of the attributes of a valid transfer by operation 
of law. 


Question 7. The X Trust Co. was acting as trustee under a revocable 
living trust agreement, which provides that the settlor may at any time 
revoke in whole or in part, or modify, alter. or amend the trust agree- 
ment. The trust agreement contains no specific provision for a successor 
trustee and no modification of the arreement has been made. If anpli- 
cation is made to the Common Pleas Court of R County by the liquidator 
of the X Trust Co., the settlor, or any beneficiary under the trust 
agreement wherebv a successor trustee is anrointed by the common pleas 
court in the exercise of its eauity powers (there being no snecific statute 
in the State of Ohio conferring authority unon a particular court to 
appoint a successor trustee in the case of a livine trust). and a decree 
is entered removing the State surerintendent and designating the Z 
bank as successor trustee, vesting it with fll leval title to the entire 
trust estate and directing the State sunerintendent to deliver such 
formal instruments of transfer as may he necessary for record purposes, 
will the stamp tax attach to the transfer of securities in such trans- 
action? 

Answer. The transfer is not subject to tax. 


Question 8. Under the provisions of Regulations 71, article 35(k), 
deliveries or transfers from a fiduciary to a nominee of such fiduciarv, 
and from the nominee to such fiduciary. are not sthiect to tax if such 
deliveries or transfers are accompanied by a certificate setting forth 
the facts. If the State superintendent in charge of the assets of the 
X Trust Co. ard of the trust estates held by it trarsfers the assets 
of a narticular living trust estate to a nominee. and thereafter and by 
agreement of the State liquidator, the settlor. and the Z Bank. the bank 
is substituted as trustee, the nominee agreeing to act as nominee of 
the successor trustee. will the stamp tax attach to the transfer of 
securities in such a case? 































































Answer. The transaction is subject to tax. The provision in the 
statute relating to nominees does not contemplate a situation which 
results in a substitution of fiduciaries as well as nominees. 

Ouestion 9. The State sunerintendent of banks of Ohio is an ad- 
ministrative officer of that State in charre of the liquidation of closed 
banks. If the State superintendent as liquidator of the X Trust Co. 
transfers assets belonging to a trust estate of which the X Trust Co. 
was trustee, does the Federal stamp attach in any event, the transfer 
being on an administrative officer of the State of Ohio in the perform- 
ance of his duties? Bs 

Answer. The transfer of securities by the State superintendent 
as liquidator is not such a transfer as would be exemnt from the tax. 
The immunity from Federal taxation attaches only in those cases where 
the burden of the tax falls unon the State or its agencies and not in 
a case where the tax is actually paid out of the assets of other parties. 
_ Question 10. If the State superintendent of hanks, in charge of the 
liquidation of the X Trust Co., transfers to a successor trustee bonds 
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which are obligations of a State or a political subdivision thereof, and 
which constitutes a part of the assets of a trust estate held by the 
X Trust Co., are such transfers subject to the stamp tax? 

Answer. The transfers referred to in this question are not subject 
to tax in view of the provisions of Section 801 of the Revenue Act of 
1926, as amended by Section 441 of the Revenue Act of 1928. 
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legislature passed such a law this year but it was PRINTING COMPANY 


defeated on a referendum to the people at a special 
election July 21. Most of the states and their local- 
ities are in such desperate financial straits that unless 
a comprehensive plan such as I have outlined for 
coordinating Federal, state and local revenue systems 
is devised, virtually every American state will be 
forced to adopt sales taxation within the next few 
years. 

With many of the arguments for and against a 
sales tax, I have little sympathy. It is said, for 
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instance, that it is a dependable revenue producer STATISTICAL, LEGAL 
and that the revenue yield will not vary as widely 

as, for instance, in the income tax. That is true. 7 AND CORPORATION 
It is also said that it is an easy tax to pay. Within PRINTING 


limits, that is true. If the tax is passed on—and it 
usually is—the ultimate consumer pays in small in- 
stallments. If the merchandise is marked up to in- ° 
clude the tax, the buyer seldom realizes that he is 
paying one. That has both its advantages and dis- 
advantages. The taxpayer is less irritated and also 201 Fulton Street, New York 
less tax-conscious. He is less apt to take a lively 
interest in matters affecting the cost of government. 
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It is also said on behalf of this tax, that it broadens 
the base, the implication being that it will reach 
people who would otherwise pay no taxes. It does 
broaden the base—there can be no question about 
that—but it does not reach a class of people who 
have hitherto escaped taxation. Every man, woman 
or child who buys anything or rents a piece of real 
property or purchases a service of any kind, is a 
taxpayer, whether he knows it or not. It is difficult 
to trace the incidence of taxation, but we may safely 
assume that the tenant ordinarily pays the landlord’s 
taxes and that when we purchase a commodity or 
service, the seller has figured into his price, the 
taxes which he is required to pay. 


The opponents of sales taxation will tell you that 
such a law is difficult, if not impossible, of admin- 
istration, and that the administration is costly. 
There is some validity in this objection but not very 
much. Such a law is difficult but not impossible of 
administration. We have demonstrated that in New 
York in the past few months. Our retail sales tax 
law became effective 10 days after the Governor 
signed the bill. We had but little time in which to 
interpret the law, prepare rules and regulations and 
forms, and organize for the administration of this 
tax. Without undertaking to brag about our accom- 
plishments, let me say that we have administered 
the law thus far and collected the first installment 
of tax without appreciably inconveniencing the retail 
merchants or irritating the buying public; and that 
we have secured for the months of May and June 
539,809 returns and collected $4,320,672.35. That is 
more money than we estimated we would receive. 
It is entirely possible to successfully administer such 
a law in any state. It is simply a question of organ- 
ization and knowing how to do it. 


It is not an unduly expensive tax to administer. 
The Commission for the revision of the tax laws 
estimated that it would cost $1,000,000 to administer 
a one per cent retail sales tax law in New York. 
With sales of foods exempted, we undertook the ad- 
ministration for $400,000. From our experience thus 
far, I can assure you that the cost will not exceed 
1% per cent of receipts. Incidentally, Mississippi 
is spending 3 per cent. The cost of assessing real 
property and collecting the general property tax is 
at a higher rate than the cost of administering the 
retail sales tax. 


The opponents of sales taxation also urge that it 
is regressive in effect, that it increases the cost of 
living of those who can least afford to pay. It is 
regressive in effect. This objection would be a valid 
one if we did not have highly progressive income 
taxes as a complement. The fact that we do have 
highly progressive Federal and state income taxes 
overcome to a very great extent this objection. 

The opponents also say that a sales tax law causes 
many business failures. That is probably true. In 
some industries, where competition is severe, in some 
localities where merchants will not cooperate, and 
in those establishments selling low-priced articles, 
it will not be possible to pass the tax on to the final 
buyer or ultimate consumer, and I anticipate busi- 
ness casualties in these groups, if the tax is continued 
as a permanent fixture in a state tax system. 
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It is also said that a state sales tax will drive 
business out of the state. This is unquestionably 
so. Much, however, depends upon the state and its 
geographical locations Mr. Stone, the very able ad- 
ministrator of the Mississippi sales tax law, believes 
little business is driven out of his state by their law. 
That may be true. The geographical location of 
Mississippi would account for such a result. A 
different situation may well develop, however, in the 
case of Pennsylvania, New Jersey, New York, Con- 
necticut and Massachusetts. If a New York retailer 
is quoting or bidding on any commodity to be sold and 
delivered in New York, he is at a disadvantage of 
just one per cent with his out-of-state competitor. 
This does not mean that a lady shopper from New 
Jersey will be persuaded to shop in New Jersey 
rather than in New York if she wishes to purchase 
a pair of silk stockings or a pair of gloves, but if a 
New York contractor wishes to buy $2,500,000 worth 
of building supplies to put into a building which he 
has contracted to build in the City of New York, 
the New York building supply houses will be at a 
$25,000 disadvantage in bidding against their out- 
of-state competitors. If a jewelry store in the City 
of New York sells a $25 necklace, it will undoubtedly 
mark up the price or absorb the 25 cent tax, but if 
the same concern wishes to sell a $250,000 necklace 
upon which the tax would be $2,500, it is likely that 
it will either lose the sale or avoid the tax by taking 
the merchandise to say Newark or Philadelphia and 
consummate the sale there. 


Printing is one of the big industries in New York 
State. It is encountering severe competition from 
out-of-state printing concerns. The effect of this tax 
is to place the New York firm at a one per cent 
disadvantage when bidding for New York business. 


The New York automobile merchant has a severe 
problem to solve knowing that his prospective cus- 
tomer can go into an adjacent state and purchase an 
automobile upon the sale of which no tax would be 
imposed. 


I might amplify these instances innumerably but 
I think I have indicated sufficient to illustrate the 
point. 

Bear in mind also that if every state had a retail 
sales tax, not all sales would be taxed. It is without 
the power of the states to tax transactions in inter- 
state commerce. Thus you will see that if each of 
the 48 states had retail sales taxes, the resident of a 
given state would, if the tax-saving amounted to 
much, purchase from without the state and have the 
goods shipped in interstate commerce. The residents 
of State A would be buying in State B and the 
residents of State B would be buying in State A. 

In conclusion, let me say that I favor, and favor 
strongly, a Federal sales tax, with a division of say 
one-half the proceeds between states on the basis 
of population. Except for emergency use, I am op- 
posed to state sales taxes for two main reasons: first, 
the business casualties which will follow, and second, 
the diversion of business from one state to another. 
Other factors persuade me to this belief, but except 
for these two reasons, the others would not be 
controlling. 
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The Work of the United States Board of 
Tax Appeals 


(Continued from page 371) 


and well prepared briefs. They will save the time 
of the member in running down authorities, and, in 
addition to the suggestions already made, will aid us 
in reaching our goal. The disposition of cases by 
memorandum opinions was inaugurated to hasten 
decision and save expense of printing without depriy- 
ing practitioners of precedents for use in other cases 
because of the failure to publish. As there has been 
some misunderstanding among the bar in relation 
to those opinions, it might be advisable to discuss 
them briefly. At the outset may I advise you that 
the Board has no secret rulings. Although memo- 
randum opinions are merely typed and served on 
the parties, they are placed in the Board’s files, which 
under the statute are public records, open to your 
inspection and are carried in a table at the end of 
each bound volume of the Board’s reports. Our file 
clerks are always available to assist you in locating 
any such opinion you may desire. These opinions 
are prepared in two types of cases: those involving 
questions of law upon which the courts or the Board 
has already passed in a printed and published opin- 
ion, and fact cases in which the opinion is dispositive 
of a particular case and can not be used as a prece- 
dent in other cases. The resulting earlier decisions 
and the reduction of our printing bill by almost one- 
half have justified the change. 


Last spring the Board inaugurated the practice of 
printing its reports in individual pamphlet form, fol- 
lowing a practice which has been in vogue in the 
courts for a number of years. There has been some 
criticism by practitioners before the Board of this 
system and to meet the criticism arrangements have 
been made whereby these individual pamphlets will 
be gathered into a bound pamphlet at the end of 
each month, together with a table of contents and 
index. The page numbers of these monthly pam- 
phlets will correspond to the page numbers which 
will be used in the bound volume in which these 
reports will finally appear. The change to the indi- 
vidual pamphlet was ordered by the Board to con- 
serve time, energy and expense, but the gap between 
individual releases and the bound volume was soon 
discovered and steps taken to relieve the situation. 
The making more ready of access the rulings of the 
Board is for your benefit. . 

While it is true that our organization was created 
before the day of the “New Deal”, I can say with all 
sincerity that its aim has always been to give a “Fair 
Deal.” You may not know it, but one day of each 
week is devoted by the entire membership of the 
Board to the consideration of reports referred to it 
under the statute by the chairman. These meetings 
are not conducted along strict parliamentary lines; 
in fact, they savor more of a catch-as-catch-can 
proposition, but you may take my word for it that 
no report ordered for Board review is passed for 
promulgation without a most thorough consideration 
and discussion. When you see printed at the bottom 
of some report that so-and-so dissents, you may rest 
assured that his dissent is both hearty and vigorous 
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and that his views have been presented to the Board, 
either orally or in writing, with force and fluency. 
I merely touch on this—the human side of the Board 
—so that you may know that the members before 
whom you appear are as vitally interested as you are 
in seeing that a correct solution to the problem pre- 
sented is reached. 


Any governmental institution can accomplish the 
greatest good when those whom it aims to serve 
take a sufficient interest to offer constructive sug- 
gestions for betterment, based on actual experiences. 
Your importance in the scheme of things has been 
recognized by the Board as you have been admitted 
to practice before it on a parity with members of 
the legal profession. Over fifteen thousand practi- 
tioners compose the bar of the Board. Nearly half 
of these are members of your profession. In only 
one instance has it been found necessary to take 
drastic action against one of you. You will agree 
with me when I say that this is indeed an enviable 
record. We appreciate the advice and counsel which 
you have given in the past and we invoke a con- 
tinuance of your favor to the end that the Board may 
function with increased efficiency, and discharge the 
duties imposed upon it by statute with credit to itself 
and satisfaction to those whom it strives to serve. 


Significant Decisions of the Board of 
Tax Appeals 


Capital Net Loss.—Capital net loss was sustained in 1926 
from the sale of machinery acquired in 1923, notwithstand- 
ing the fact that there were no capital gains realized by the 
taxpayer vendor in that year. Consequently the loss from 
the sale of machinery pursuant to Section 208 (c) of the 
1926 Act, was deductible only to the extent of 12% per cent 
thereof. Piper v. Willcuts, 64 Fed. (2d) 813, followed.— 
Samuel L. Hoffman v. Commissioner, Dec. 8217 [C. C. H.], 
Docket No. 44833. 


Consolidated Returns.—Domestic corporation not an in- 
surance company may not file a consolidated return with a 
fire insurance company for 1928, even though domestic cor- 
porations are taxable at 12 per cent on their net income 
under Section 13 of the 1928 Act, and fire insurance com- 
panies are also taxable at that rate under Section 204. 
However, the Board states, “The taxing statute placed in- 
surance companies in a class by themselves for the purpose 
of the computation of net income.”—American Exchange Se- 
curities Corp. v. Commissioner, Dec. 8234 [C. C. H.], Docket 
No. 56057. 


Federal Estate Tax.—Many years prior to his death the 
decedent transferred in trust certain securities, the income 
from which was to be paid to him during his ‘lifetime and 
upon his death to his wife for her lifetime should she be 
living and upon her death to his daughter for her lifetime, 
with power of testamentary disposition in the daughter. In 
event of decedent surviving both his wife and daughter the 
properties were to be returned to him. However, should 
he and the daughter predecease the wife the properties 
were to be distributed to the distributees of his personal 
estate entitled to receive the same under the laws of New 
York in force at her death. The decedent reserved to him- 
self the right to supervise investments of the trustee, but 
reserved to himself no power either alone or in conjunction 
with another to alter, amend or revoke the provisions of 
the trust agreement. It is held that upon the death of the 
decedent in 1929, subsequent to that of his wife and prior 
to that of his daughter the property contained in the trust 
is not to be included in his gross estate.—Flora M. Bonney 
and Alice E. Crawford, Executrices of the Last Will and Tes- 
tament of James A. MacDonald v. Commissioner, Dec. 8236 
[C. C. H.], Docket No. 55248. 
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Income, Taxable——In 1926, the petitioner started an 
equity suit against Harry L. Joyce, a trusted employee, and 
a steamship company which he had organized as one of 
several activities pursued by Joyce without the knowledge 
of petitioner and to its alleged detriment. An accounting 
for profits was demanded in the suit. It is held that when 
the action was settled before its determination by the court, 

“whatever was received by the petitioner in such settlement 
was received in lieu of profits and, therefore, represented 
the profits claimed by the petitioner from defendants on 
account of the various transactions enumerated in the bill 
of complaint.” The value of the property received is found 
to be $456,405, and it is held that income in that amount 
was realized upon the receipt of the property in 1928.— 
Central R. R. Co. of New Jersey v. Commissioner, Dec. 8228 
[C. C. H.], Docket No. 58625. 


Life Insurance Proceeds—Cash Surrender Value as Part 
of Community Estate.—Subsequent to marriage, a husband 
took out four insurance policies on his own life, with the 
proceeds payable to his estate. While such policies were 
in effect, the wife of the insured died (Aug. 11, 1930). It 
is-held that under the law of Louisiana the cash-surrender 
value of such policies falls into the estate of the marital 
community upon the dissolution thereof by death, and one- 
half of such value should be included in the estate of the 
deceased spouse. [From the opinion:] ‘Under the laws 
of Louisiana it appears to be well settled that an insurance 
policy taken out by the husband and payable to his estate 
is community property. In Succession of Buddig, 108 La. 
406; 32 So. 361, the court, in its syllabus, said: ‘A policy 
of life insurance issued to a married man during the exist- 
ence of the community and made payable to his executor, 
administrator and assigns, falls into the community, and not 
his separate estate on the dissolution of the former by 
death.’ In the body of the opinion the court said: ‘He 
[the husband] has no right to transact so as to build up a 
separate estate to the disadvantage of the community. Ev- 
erything left at dissolution is presumed common.’ At sec- 
tion 485, McKay on Community Property, a very generally 
accepted authority, the writer says: ‘So far as the author 
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has been able to discover in the authorities, the only case 
where an insurance policy has been held to be common is 
where the husband, during marriage, procures insurance on 
his own life payable to himself, his executors, administra- 
tors or assigns.’ 

“The confusion involved i in the taxability of the proceeds 
of insurance policies probably results in part, at least, from 
the changed practice of insurance companies since much 
of the jurisprudence relating to life insurance was estab- 
lished. In its original form a life insurance policy produced 
no proceeds prior to the death of the insured. At the pres- 
ent time a large number of policies provide for the payment 
of the principal to the insured or his assigns at the expira- 
tion of a fixed period and even the majority of straight life 
policies provide for cash surrender value at the end of 
each year in which the contract is in evidence. As to all 
such policies death is not a prerequisite to a claim for the 
proceeds of life insurance. The payment of the premiums 
creates a cash asset that may be realized at the will of 
the insured, as was the case here where the payment of 
premiums by the husband resulted in the creation of an 
asset realizable in cash in the amount of $61,129.64. If 
this cash surrender value was property, as to which there 
can be no question, it fell into the community estate on 
the dissolution thereof by death and one half thereof should 
be included in the taxable estate of the decedent. 

“The petitioner argues that as the insured retained the 
right to change the beneficiaries of all the policies it is not 
certain that either the wife or her heirs could ever receive 
any part of the amount in question. Even if material, the 
petitioner has failed to prove that the insured could desig- 
nate beneficiaries other than those named in the policies 
when taken. If he had such power it was not exercised and 
we are of the opinion that the death of his wife precluded 
him from making any change as to the cash surrender value 
of the policies that had accrued at the date of her death. 

“Petitioner also argues that the amount here in question 
is not taxable, since Congress has provided special rules for 
the taxation of the proceeds of life insurance policies. In 
our opinion the special provisions relied upon have no 
bearing on the only issue in this proceeding. If the hus- 
band had used the money with which he discharged the 
insurance premiums in the payment of installments on a 
parcel of real property, there can be no question that the 
equity so created would have been a community asset under 
the laws of Louisiana, and taxable as part of the community 
estate upon the death of either husband or wife. The 
respondent has determined that one half the cash surrender 
value of the life insurance policies in question was a com- 
munity asset and that the decedent’s interest is taxable 
under the provisions of section 302 (a) of the Revenue Act 
of 1926, as interpreted in article 10 of Regulations 70. Since 
the decedent died subsequent to February 26, 1926, the test 
of taxability set out in the second paragraph of article 10 
of the regulations has no applicability to the issue here.” 
Estate of Louisa Morris Carroll v. Commissioner, Dec. 8227 


[CCH], Docket No. 67678. 


Losses—Period When Deductible.—Contract with respect 
to the sale of stock entered into in 1926 is construed to 
have been a contract to sell rather than of sale, and inas- 
much as the sale ultimately made pursuant to the contract 
was not made until after 1926, no loss with respect thereto 
was deductible in 1926. Samuel L. Hoffman v. Commissioner, 
Dec. 8217 [CCH], Docket No. 44833. 


Reorganization Transfers.—A corporation transferred to 
a new corporation all of its assets (except an amount of 
cash not in excess of earnings accumulated since February 
28, 1913) subject to all liabilities, in exchange for all of 
the new company’s stock, which it distributed to its stock- 
holders, without surrender of their old shares. It was 
dissolved a few days later, and a month thereafter it dis- 
tributed to its stockholders the cash retained and they 
surrendered their old stock certificates. (1) The transaction 
is not within Sec. 112 (c) (2), Revenue Act of 1918 (distribu- 
tion in reorganization having the effect of a taxable divi- 
dend), because, while there was a reorganization, under 
Sec. 112 (i) (1) (B), the stockholders did not make an 
exchange of their old stock within Sec. 112 (b) (3), or re- 
ceive money or other property within Sec. 112 (c) (1), 
both of which conditions are essential to the operation of 
Sec. 112 (c) (2). “The Commissioner has evidently jumped 
to (c) without looking for any suitable provision of (b) on 
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which he could rest. His argument therefore starts without 
statutory foundation and leads nowhere.” (2) Under Sec. 112 
(g), no gain to the stockholders may be recognized from 
the receipt of the new stock without the surrender of the old 
shares. (3) The cash received by the stockholders upon 
surrender of the old stock is not taxable as a dividend under 
Sec. 115 (g), since the distribution was in complete liquida- 
tion of the old corporation, and that section does not apply 
to such distributions. (4) In determining gain or loss of 
the stockholders, the basis of the old stock should be ap- 
portioned between the old and the new stock, in accordance 
with Sec. 113 (a) (9), and Regulations 74, Art. 600 (2), as 
amended. Rudolph Boehringer v. Commissioner, Dec. 8226 
[CCH], Docket No. 49891. 


Security Transactions—Losses.—(1) The sale by the 
petitioner of common stock and bonds of a corporation 
for cash and preferred stock of the same corporation, 
thereafter to be authorized and issued to the purchaser, 
or of its successor if such successor were organized, neither 
the corporation nor its successor being parties to the trans- 
action, was not an exchange in pursuance of a plan of re- 
organization, within the meaning of Section 203 (b) (2) and 
(f) of the Revenue Act of 1924, and the loss sustained 
upon the sale of the securities is to be recognized under 
Section 203 (a), in computing taxable net income. “When 
the petitioner sold his security holdings to Brown for cash 
and new securities of that company or its successor if such 
successor were organized, no plan of reorganization had 
been adopted. Whatever securities he eventually would 
receive from Brown would come to him not by virtue of any 
interest which he held in the Louisville Herald Co. that 
would entitle him to participate in any reorganization, but 
as part of the purchase price of that interest. In any 
plan of reorganization of the Louisville Herald Co. it 
would be Brown and not the petitioner who would be 
entitled to exchange that interest for a similar interest 
in the reorganized company; and it was only by virtue of 
Brown’s right in that respect that he could expect to deliver 
the new securities in part payment of the purchase price.” 

(2) While the aforementioned sale was not completed 
and closed in 1924, identifiable events of that year estab- 
lished a loss reasonably certain in fact and ascertainable 
in amount, and the loss is a proper deduction in comput- 
ing taxable net income for that year. Petitioner sustained 
a loss of $2,850 in 1925 as, the result of his payment of that 
amount, pursuant to the terms of the aforementioned sale, 
in settlement of a suit against the corporation whose se- 
curities he disposed of, which is deductible in computing 
taxable net income of that year. 

(3) Losses sustained in 1924 and 1926 upon the afore- 
mentioned sale of securities, and the loss sustained in 1926 
upon the sale of other securities in another corporation 
were not losses attributable to the operation of a trade or 
business regularly carried on; and the securities which 
were the subject matter of the sales did not constitute 
taxpayer’s stock in trade or other property of a kind which 
would properly be included in his inventory if on hand at 
the close of those years, or property held by him primarily 
for sale in the course of his trade or business. The losses, 
therefore, did not give rise to a statutory net loss de- 
ductible, under the 1924 and 1926 Acts, from net income 
of subsequent years. Burnet v. Clark, 278 U. S. 410, fol- 
lowed. The taxpayer was not a dealer in securities; and he 
was not engaged in buying and selling newspaper publish- 
ing corporations as a business, although he was engaged 
in editing and publishing newspapers through the medium 
of several corporations which he owned and controlled. 
“There is no element of buying and selling in that business, 
and inventories are foreign to it. His security holdings in 
the Louisville Herald Co. were merely the medium 
through which he exercised control of the business, and 
not his ‘stock in trade * * * or other property of a 
kind which would properly be included in the inventory 
* * * or property held * * * primarily for sale in 
the course of his trade or business.’” The securities were 
capital assets, and in view of the limitations imposed by 
Section 206 (a) (1) and (2) of the Revenue Acts of 1924 
and 1926, upon deductions for capital losses and losses not 
attributable to the operation of a trade or business regularly 
carried on by the petitioner, in computing statutory net 
losses, the losses sustained in 1924 and 1926 upon the afore- 
mentioned sales did not create statutory net losses for 
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the rendering of the formal audit report. Gives due cognizance to recommendations of the American 
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many original ideas that are of interest and practical benefit to the accounting profession. 
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method of ascertaining costs. Shows how the synoptic journal principle may be applied when 
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transactions, etc., etc., as well as general provisions pertaining to the filing of returns, personal 
exemptions and credits, and computation of tax. 
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those years which are to be taken into account in computing 
taxable net income for subsequent years. 

(4) Two-year period mentioned in Section 208 (a) (8) 
of the Revenue Acts of 1924 and 1926, which is determina- 
tive of whether the securities sold are capital or noncapital 
assets, begins to run ffom the date of petitioner’s acqui- 
: sition of those securities, and not from the date of payment 

therefor or the date when additional costs in respect thereof 
were incurred.—John C. Shaffer v. Commissioner, Dec. 8223 
[CCH], Docket Nos. 50086, 59511. 


Municipal Taxation and Finance 
(Continued from page 368) 


all cities and towns may be questionable on account 
of variation in organization, activities and methods, 
certainly it is not too much to expect that they 
should have their accounts in such form that they 
could render uniform reports so that operating ef- 
ficiency may be compared, one town with another. 
And, along with that, there ought to be a periodic 
audit of accounts by an independent auditor. No 
one can seriously feel this is unnecessary in the case 
of a town any more than in the case ‘of a private 
concern. And sad experiences of towns which have 
neglected this matter are not by any means rare. 
There should be an attempt to adjust the discrep- 
ancy between the fiscal and collection year to bring 
down and eliminate the payment of needless interest. 
The operation of detailed budgets should be en- 
forced in every city and town showing the exact 
amount of work to be done, the number of clerks 
and others necessary, their identity and compensa- 
tion. Many budgets are composed of accounts which 
do not show without considerable analysis just what 
items are included. Thus it is difficult to tell exactly 
where the money goes. In large departments it is 
almost impossible to tell whether or not the money 
appropriated is proper for the work to be accom- 
plished by that department. A proper division of 


accounts would go far toward eliminating this dif- 
ficulty. 


In the next place, there should be some definite’ 


financial plan. There ought to be established a cap- 
ital improvement program covering a reasonable 
period in the future together with a schedule of 
anticipated revenues and anticipated borrowings so 
that a city may be able in each case to plan ahead. It 
is not conducive to sound public financing to let things 
drift until an emergency arises, for pressure is likely 
to be sufficient to warp the judgment of all but the 
strongest of officials responsible for this phase of 
operation. 

There is no question in my mind also that each 
state ought to make a scientific study of its tax 
structure. When over 80 per cent of local revenues 
come from real estate, it would appear, as I have 
said before, that the burden is disproportionate on 
almost any sane basis of measurement. There should 
be a search not for more revenue but for better 
equalization of existing revenue. To establish the 
proportionate share in every case is not an easy task; 
the approach to the problem offering hope of most 
real good is a study by a qualified commission in 
each case. Such commissions have been appointed 
in several states inte the past year or two. 
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The last proposal is in regard to the collection an, 
assessment system. Now certainly if one examines 
the collection laws of the various states of the Union 
he will realize that most of them are reasonable 
when it comes to the collection of taxes. The delin- 
quent usually is given plenty of opportunity before 
any action is started. The leniency of some states 
has often been abused by some taxpayers who haye 
found it cheaper to borrow from the town than to 
pay their taxes on time. It is necessary to have q 
good collector who does not depend«upon politics 
but is able to make demands upon all without fear 
of being defeated at the polls. Yet regardless of how 
good a collector one may be, if the basis of the tax 
is unfair, if the assessment is not equitable, the 
collector will be unable to collect the necessary 
amount for operating expenses of the town. 

There should be as the basis of taxation in each 
town and city, if taxes are to be apportioned: prop- 
erly, an equitable assessment system. This is es- 
pecially applicable in these times when ‘tax money 
comes so hard and when such a large préfortion of 
tax money comes from the property tax. It is essen- 
tial, therefore, for the community to give some 
thought to its system of assessments. The tax rate 
is simply the result of dividing the valuation into the 
total amount of money to be raised. Valuations 
then are the means for dividing this tax burden 
among those who own property. In order that that 
be done in a fair manner there must be some rule 
of valuation which can be applied with substantial 
uniformity to all taxpayers. The statute does inform 
assessors that “fair market value” is the basis. Now, 
we all know the statutory definition of fair market 

value but we can never be-sure that we can recog- 
nize it as a practical matter, in any particular case. 
This is a fact which assessors, 
coming to realize. 

From observation of the work of assessors through- 
out the country, if they are without standard rules 
of valuation for this business, their values are likely 
to be simply studied guesses and no more. In many 
states, communities have come to their senses and 
have attempted to formulate some sort of a reason- 
able rule for measuring fair market value which can 
be applied with substantial uniformity to all. That 
is in substance the basis of the so-called scientific 
system of taxation; the only science there is to it 1s 
in establishing sound formulae of valuation and 
applying them with reasonable uniformity and with 
judgment to all property. 

For instance, we take a unit called a front foot, 
or in some states a square foot, as a measure of land 
value and set a value on it, the result of the com- 
bined judgment of those who would have informa- 
tion relative to sales, leases, rentals, asking prices, 
etc., in that section. The unit value is then applied 
to every single foot of land in that block if it is sub- 
stantially the same in character. Thus it is virtu- 
ally impossible to effect discrimination against any 
taxpayer. Likewise, in the case of buildings. The 
unit is the cost of reproduction less depreciation and 
obsolescence ; this furnishes a reasonable basis which 
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For Organizing in Delaware 


Though many states have re- 
vised their corporation laws with 
Delaware’s as a pattern, most 
experienced corporation lawyers 
still prefer Delaware. There are 
not only the advantages in the 
state’s law still unobtainable 
with the same certainty in other 
states, but there is the wealth 
of court decisions clarifying the 
application of all important 





points in the Delaware law—a 
fact most important to lawyers; 
and there is the deep-rooted 
faith of lawyers everywhere in 
the judgment of the Delaware 
courts on all corporate matters, 
and in the state’s essential fair- 


ness to corporations. 
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The machinery of The Cor- 
poration Trust ppg ed for 
assisting lawyers in Delaware 
corporation matters is so com- 
plete as to evoke surprised 
admiration from Delaware 
visitors. Just across the 
Green from the state capitol 
is The Corporation rust 
Company’s Dover office, so 
placed that the quickest pos- 
sible contact may be made 
with the Secretary of State’s 
office in handling business 
for lawyers—putting papers 
on file, procuring certified 
copies, getting official infor- 
mation. Then at Wilmington 
are the company’s main Dela- 
ware offices, so located in 
order that the metropolitan 
railroad and mail services of 
Wilmington may be obtained 
—the company’s own fast 
motor cars connecting Wil- 
mington with Dover in prac- 
tically an hour’s time, thus 
saving for its attorney-clients 
several hours of delay over 
any other possible arrange- 
ment of offices, and in many 
cases a whole day. 
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Albany, 180 State St. 
Atlanta, Healey Bldg. 
Baltimore, 10 Light St. 

(The Corporation Trust Incorporated ) 
Boston, Atlantic Nat’l Bk. Bldg. 

(The Corporation Trust, Incorporated) 
Buffalo, Ellicott Sq. Bldg. 
Camden, N. J., 328 Market St. - 
Chicago, 208 S. La Salle St. 
Cincinnati, Carew Tower 
Cleveland, Union Trust Bldg. 
Dallas, Republic Bank Bldg. 








Detroit, Dime Sav. Bank Bldg. 
Dover, Del., 30 Dover Green 
Kansas City, 926 Grand Ave. 
Los Angeles, Security Bldg. 
Minneapolis, Security Bidg. 
Philadelphia, Fidelity-Phila. Tr. Bldg. 
Pittsburgh, Oliver Bldg. 
Portland, Me., 443 Congress St. 
San Francisco, Mills Bldg. 
Seattle, Exchange Bldg. 

St. Louis, 415 Pine St. 
Washington, Munsey Bldg. 
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can be applied in the same way to all. The result, 
if the methods are skillfully applied, should be sub- 
stantial equity. Certainly, at the worst it would be 
incomparably better than most of the assessment 
methods in use today.’ A modern assessment system 
properly conducted will distribute the tax burden of 
a community in substantial proportion which, after 
all, should be the principal object. Such methods 
meet the spirit of the law, and if the word is at a 
variance it should be changed. 

In conclusion it should be said that the problems 
outlined in this discussion do not all exist at one 
time or to the same degree in all communities. 
They represent the major ones of general applica- 
bility. Each city or town demands special study. 
But stern measures are needed in many localities; 
we have faith born of experience that such neces- 
sary measures will be taken. The present situation 
unquestionably will be met. After the difficulties are 
straightened out in our communities, it will take 
eternal vigilance to prevent a relapse to the old con- 
ditions. There is reason to believe that taxpayers 
will be alert to municipal affairs at least for a num- 
ber of years to come. 


New Tax Publications 


Federal Tax Procedure and Appeals, by James Conlon. 
Published by the author, 600 F Street, N. W., Washington, 
D. C. pp. 656. Price $10.00. 

This volume is an exposition of the Federal income, 
estate, gift and excise taxes in the light of regulations, 
rulings and court decisions, with supplementary informa- 
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tion as to procedure in the Bureau of Internal Revenue, 
in the Board of Tax Appeals and in the courts in varioys 
types of tax cases. 


Valuable supplementary information is contained in the 
appendices: Appendix A is a copy of the Revenue Act of 
1932; Appendix B contains rules of practice in conferences 
before internal revenue officials; Appendix C provides rules 
of practice and form of petition for filing before the United 
States Board of Tax Appeals; Appendix D reproduces a 
chapter on evidence from D. C. Code, 1924 edition, anno- 
tated, applicable under the law to proceedings before the 
United States Board of Tax Appeals and on appeal from 
rulings of the Board where an exception has been reserved 
in the record; Appendix E provides a form of petition for 
review to the Appellate Court from an adverse decision by 
the Board of Tax Appeals; Appendix F presents a form of 


petition for writ of certiorari to the United States Supreme 
Court. 


Public Accounting Procedure—A Manual on Audits, 
Systems, and Income Taxes. By Lee McGinley, C.P.A, 
Published by The Gregg Publishing Company, 270 Madi- 
son Avenue, New York. 169 pages. Price, $2.50. 


This manual affords in exceptionally compact form a 
comprehensive outline of accounting procedure that should 
be of practical value to members of the accounting pro- 
fession as well as students of accounting. 

The book is divided into three principal sections. Part 1 
is a synopsis of the principal points that should be con- 
sidered on audit engagements. Part 2 outlines the prin- 
ciples of systematizing and the application of basic 
accounting forms. Part 3 is a general summary of taxable 
and non-taxable income, allowable and unallowable deduc- 
tions, and other information in application of the Federal 
income tax law. 

The subject matter is especially arranged for the use of 
accountants, auditors, and advanced accounting students; 
consequently, a knowledge of underlying principles on 
the part of the reader is presupposed. 
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Speedograph cuts such costs by reproducing all kinds 
of forms from one original, typed or written, on ordi- 
nary bond paper. Eliminates all chances of errors 
in copying, feeds automatically, registers exactly, and 
gives copies in two or more colors at once. 


No Stencils — No Expensive Supplies 


Used extensively by banks, 
accountants, auditors and 
all executive officers fot 
copying confidential in- 
formation. 


Modern Business” and learn of its many 
advantages in vour office. 
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